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OPI prepares an annual “Audit Letter” that answers frequently asked questions
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS

Please Note: MCA 15-10-420 pertaining to the proderes for calculating mill levies does
not apply to school district levies. (MCA 15-10-4200%

1. Compliance Requirements: Dates to Hear & Adopt Budget

Between July 1 and August 4, the clerk of eactridishall publish one notice in the
local or county newspaper with the widest circalatin the district, stating the date,
time, and place that the trustees will meet forpghgose of considering and adopting
the final budget. It must also state that any agep in the district may appear at the
meeting and be heard for or against any part obtliget. (MCA 20-9-115)

On or before August 15 the trustees shall meebtsider all budget information and
any attachments required by law. (MCA 20-9-131)

The final budget for the district must be approbgdhe trustees, and the amounts to
be raised by tax levies established, by the foMidimday in August. (MCA 20-9-

131)

(Note: The Department of Revenue shall submit the ceatific of taxable values by
the first Monday in August. However, upon the resfwof a taxing authority, the
Department of Revenue shall provide an estimatheofotal taxable value within the
jurisdiction of the taxing authority by the secdvidnday in July. (MCA 15-10-202))

Upon final approval of the budget, the trusteed|steliver the adopted budget,
including the amounts to be raised by tax levieshé county superintendent of
schools within 5 days. (MCA 20-9-131(3))

Suggested Audit Procedures:

Read the minutes of the meetings of the boardustdes to determine that the clerk
of the district published proper notice of the détae and place that the trustees
would meet for the purpose of considering and adgphe final budget.

Read the minutes to determine if the trusteesomeir by the required dates in
August, noted above, to adopt the final budgetdetdrmine the amount to be raised
by taxation, and that the final budget was adoptethe fourth Monday in August.

Verify that the county superintendent of schoelseived a copy of the final budget
within 5 days of being adopted.
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PROGRAM/SUBJECT: School Districts - Budgets

PAGE: 3 of 60

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL BUDGET REQUIREMENTS - continued:

2. Compliance Requirement: Budgeted Funds
* A budget must be adopted for the following fun@stCA 20-9-201)

general fund,

transportation fund,

bus depreciation reserve fund,

tuition fund,

retirement fund,

debt service fund,

building reserve fund,

adult education fund,

nonoperating fund (applicable to only nonopemitilistricts, see MCA 20-9-505),

and

any other funds designated by the legislature:

1. Technology acquisition and depreciation fund @ZD-9-533)

2. School flexibility fund (MCA 20-9-543)

TT@meoooTe

[S—

Suggested Audit Procedure:

NONE

OPI monitors each school district’s budget, inahgdihose funds for which a budget
must be adopted.

3. Compliance Reguirements: Expenditure Limitations
» Expenditures must be limited to the total amohat ts appropriated in each fund’s
final budget. (MCA 20-9-133(2)Exception - If a district incurs a legal bonded debt
payment after the final debt service fund budgettie current fiscal year has been
adopted, and if the payment is required for theenuirfiscal year, payment in the
current fiscal year is allowed if money is avaieb(MCA 20-9-133(3))

* The expenditure limitation, at any time during gohool fiscal year, for a non-
budgeted fund is the amount of cash balance afitinebudgeted fund. (MCA 20-9-
210))

» Transactions recorded to correct expendituresrtegpan a prior year shall be charged
against the current year's budget. A budget teamsfly be made from other
appropriation item(s) to provide budget authordy dorrections of prior period
expenditure errors which result in a net reductmheginning fund balanc@rior
period adjustments must be within the total budgetimit imposed by 20-9-133
(MCA 20-9-209(2), ARM 10.10.305))
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PAGE: 4 of 60

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

3.

Compliance Requirements - continued:

The district clerk is required to make availaldganue and expenditure reports to the

board of trustees on a periodic basis.

1. For_budgetedunds, the recommended format for revenue andraipee reports
is:

(&) The revenue budget report should show by revemecount the amount
budgeted by fund for each revenue account, the atramliected to date, and
the amount remaining to be collected.

(b) The expenditure budget report should show theumt budgeted by line item,
function, or in total, the amount expended to datd the amount of budget
authority remaining.

2. For nonbudgetedunds, revenue and expenditure reports shouldudegl at a
minimum, the amount collected to date for each maeeaccount and the amount
expended to date by expenditure line item or expearedfunction category.

(ARM 10.10.505)

Suggested Audit Procedures:

Verify that the district clerk is periodically prigling the required budget reports to
the board of trustees, and that the board is mangdhe spending and receipts of the
district.

Compare year-end actual expenditures for eachdtaddund to the budget
appropriations for the fund and determine that eglgares did not exceed the
approved budget appropriations.

(Note 1 Elementary district budget to actual expenditures faigh school district
budget to actual expenditures for each budgeted $hould be reviewed separately,
except for K-12 districts, which adopt a single Kfdudget for each budgeted fund.)

(Note 2 As the funding agency for school districts, OPhas requested that all
budget overdrafts be cited in a compliance finding.OPI must obtain a response
to the overdrafts from the district, and determinethat internal controls will be in
place to avoid future overdrafts.)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL BUDGET REQUIREMENTS - continued:

4. Compliance Requirements: Budget Amendments
* A budget may be amended for the following reas@i€A 20-9-161)

a. Anincrease in enrollment of an elementary ghlschool district that is beyond
what could have been reasonably anticipated dirtieeof the adoption of the
budget. Because of the enrollment increase, staatis budget for any or all of
the regularly budgeted funds does not provide gefiit financing to properly
maintain and support the district for the entirerent school fiscal year.

b. The destruction or impairment of any school propnecessary to the
maintenance of the school by fire, flood, storrat,insurrection, or act of God, to
an extent rendering school property unfit for itegent school use.

c. A judgment for damages against the districtaddoy a court after the adoption of
the budget for the current year.

d. An enactment of legislation after the adoptibthe budget that imposes an
additional financial obligation on the district.

e. The receipt of:

1. a settlement of taxes protested in a prior figear,

2. taxes from a prior school fiscal year as a tesfuh tax audit by the
Department of Revenue or its agents,

3. delinquent taxes from a prior school year, and

4. a determination by the trustees that it is reagsto expend all or a portion of
the taxes received under e.1, 2, or 3, for projgtswere deferred from a
previous budget of the district.

f. Any other unforeseen need of the district thaatreot be postponed until the next
school year without affecting the safety of thedsiuts and district employees or
the educational functions of the district.

* When a budget amendment is required as a resatt ofcrease in enroliment (see (a)
above), the trustees shall submit a petition tcSipeerintendent of Public Instruction.
It must be signed by a majority of the trustedghé petition is approved, the trustees
may adopt a resolution for the budget amendmexbtefl The trustees may qualify
for an increased state payment for direct statéf &g budget amendment is
adopted.) The district may not adopt an amendmhé@nwill cause the district to
exceed the maximum general fund budget, as adjbst€Pl. An amendment as a
result of an increase in enroliment may not be sstbpntil after October 1. (MCA
20-9-162, 20-9-163, and 20-9-166)

 When a budget amendment is required as a res(d) ttirough (f) above, it may be
approved by the trustees through a resolution. titstees must proclaim the need
for the amendment by a majority vote, and a cophefproclamation must be sent to
the county superintendent and the board of coumtyngissioners. (MCA 20-9-
162(1) and (2))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

4. Compliance Requirements - continued: Budget Amendments

A copy of the budget amendment resolution mugiui#ished in a newspaper as
required by MCA 20-9-164. Copies of the budgebh&son must also be posted at
each schoolhouse of the district, and deliveratiéacounty superintendent and
county clerk and recorder. (MCA 20-9-164)

The meeting of the trustees to consider and atiegbudget amendment must be
open to the public. (MCA 20-9-165(1))

Suggested Audit Procedures:

If budget amendments occurred during the yeasiolgiopies of the board’s
proclamation of need for the budget amendment piresoof the petition for the
budget amendment to determine if the budget amentwees for an allowable
reason and if proper procedures were followed leetloe amendment was approved.
Review any correspondence relating to approvalifese amendments from the
county superintendent or Superintendent of Pubbtriiction.

Review a copy of the budget amendment resolutiahwas passed by the trustees.
Ensure that it was published, posted, and delivexedequired above.

Review a copy of the publication of the meetingdompt a budget amendment, to
ensure that the meeting was open to the public.

5. Compliance Requirements: General Fund Reserves

Operating Reserve: At the end of each fiscal year, the trustees mesignate a
portion of the general fund end-of-the-year funthbee that is to be earmarked as an
operating reserve for the purpose of paying gerieral warrants issued by the
district from July 1 to November 30 of the ensuiisgal year. The operating reserve
may not exceed 10% of the final general fund buétyethe ensuing fiscal year or
$10,000, whichever is greater. The amount helahagperating reserve may not be
used for property tax reduction. (MCA 20-9-104(2), and (6)) Note: OPI checks
the legal operating reserve percentage for thergefumd of each school district.
There is no need for this item to be audited fonpbance.)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

5. Compliance Requirements - continued: General Fund Reserves

Excess ReservesThe 10% limitation referenced above will not apphen the
amount in excess of the limitation is equal toesslthan the unusedialance of any
amount received: (MCA 20-9-104(5))

(a) in settlement of tax payments protested in@ gchool fiscal year;

(b) in taxes from a prior fiscal year as a restih tax audit by the Department of

Revenue or its agents; and

(c) in delinquent taxes from a prior school fisgaar.
(***Used” means (a) used for budget amendmentsuded to fill the operating
reserve back to 10%, or (c) used to fund the buttgetigh reappropriation.)

The excess reserves may be appropriated to rededASE budget levy, the over-
BASE budget levy, or the additional levy for thengeal fund that is provided for in
MCA 20-9-353. (MCA 20-9-104(3))

(Note: Refer to the portion of this compliance supplemerder General Fund
Budget which addresses the BASE Funding Prograr8dbools for further
information concerning the BASE.)

Suggested Audit Procedure:

Obtain a copy of the school district's most recBnistees’ Financial Summary
(TFS). Review documentation relating to the addsgito the general fund excess
reserves which are found under revenue codes 1118, and 1190. Verify that all
additions represent valid current year receiptsriair year protested/delinquent taxes
or tax audits. Documentation must be adequateaweghat receipts of protested and
delinquent taxes were due before June 30 of tloe peiar. Note: Penalties and
interest charged to the taxpayers are valid additidnterest earnesh the holding of
excess reserves is not a valid addition to exeessgves.)

(Note: A listing of districts with excess reserves, alovith the changes in excess
reserves, is included in Appendix G of OPI's anrvadlit Letter.)

6. Compliance Requirement Fund Balance Reappropriated

Any portion of the end-of-the-year general funtbbae that is not reserved (10%
limitation) or reappropriated to reduce the BASHE dgpet levy, or the over-BASE
budget levy provided for in MCA 20-9-353 is consigl to be fund balance
reappropriated and must be used for property taxateon as provided in MCA 20-9-
141(1)(b). (MCA 20-9-104(4))

REVISION DATE: 6/30/2008
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

Suggested Audit Procedure:

Review prior period revenue adjustments to enthateall such adjustments are valid
and are not a result of the school district’s agieta “save” fund balance from
reappropriation. Inspect documentation for theesaments for indications of prior
year encumbrances, accrued expenditures, or yelanamants that the school

district may have recorded at the end of the pres/igear, with the intention of
canceling in the current fiscal yealNdte: If the fund balance was artificially
lowered to avoid reappropriation, resulting in gased levies and an overpayment of
GTB, the district must refund the overpayment td.pP

7. Compliance Requirements: Budget Transfers

Whenever the appropriated amount of an item afdgbted fund is in excess of the
amount actually required during the school yeathat item, the trustees may
transfer any of the excess appropriation amouahtoother appropriation item of the
same budgeted fund. (MCA 20-9-208(1))

Unless specifically restricted by statute (se@Wwgltransfers may be made from one
budgeted fund to another budgeted fund of the shstiect whenever the trustees
determine, in their discretion, that the transfieiuods is necessary to improve the
efficiency of spending within the district or whan action of the trustees results in
savings in one budgeted fund that can be put t@refficient use in another
budgeted fund. (MCA 20-9-208(2))

(Note: Cash must follow a budget transfer to another fusde Compliance

Requirement No. 9 “Cash Transfers” for additiomébrmation.)

a. Transfers may not be made with funds approvettidyoters or with funds raised
by a nonvoted levy unless the transfer is withinlioectly related to the purposes
for which the funds were raised.

b. Unless otherwise authorized by a specific statwansfers from the general fund
to any other fund and transfers to the general fuord any other fund are
prohibited. Note: See Compliance Requirements No. 9 “Cash Transéarg”

No 10 “Fund Closures”, below, for allowable transfeo and from the general
fund.)

c. Before a transfer can occur, the trustees k&l a properly noticed hearing to
accept public comment on the transfer.

(MCA 20-9-208(2))

Authorized transfers shall be entered upon thenpeent records of the district.
(MCA 20-9-208(3))

REVISION DATE: 6/30/2008
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

7. Compliance Requirements — continued

Within 30 days of approving a transfer, the trastehall notify the state
superintendent, county superintendent, and couaagtirer in writing of the amount
of budget authority transferred, the purposes foictvthe amount transferred will be
used, and the funds affected. (ARM 10.10.320(11))

When the trustees transfer cash from one buddetetito another budgeted fund
(see Compliance Requirement No. 9, below), thedassmay also transfer budget
authority up to the amount of the cash transf&RNl 10.10.320(10))

Suggested Audit Procedures

If budget transfers were made between funds, méterthat a public hearing was
first held on the proposed transfer.

Verify that no budget transfers were made to @mfthe general fund, unless the
transfer was specifically authorized by statuteadministrative rule.

If a transfer was made with funds approved byibters or with funds raised by a
nonvoted levy, review to verify that the transfeasawithin or directly related to the
purposes for which the funds were raised.

Obtain and review evidence that, within 30 dayapgroving a transfer, the trustees
notified the state superintendent, county superaeat, and county treasurer in
writing of the amount of budget authority transéetrthe purposes for the transfer,
and the funds affected.

8. Compliance Requirement Encumbrances

All appropriations lapse on the last day of thieosd fiscal year (June 30). However,

a school district may encumber the current yeagbutbr the following:

a. the cost of uncompleted improvements in progoéssnstruction — a legally
binding contract must be signed and effective paiune 30, or a valid purchase
order must be issued by June 3Blote The amount encumbered may include
the entire contract price for the project.)

b. the costs of personal property, (including matersupplies and equipment, but
excluding contracts for services) ordered but poeived — a valid purchase order
must be issued by June 30.

(MCA 20-9-209; ARM 10.10.101)

REVISION DATE: 6/30/2008
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

Suggested Audit Procedure:

Obtain a copy of the school district’s list of entbrances. Verify that all, or
selected, encumbrances meet the above criteriayeaiig that the school district has
purchase orders or contracts dated no later thas 3@, to support each
encumbrance.

CASH TRANSFERS AND FUND CLOSURES

9. Compliance Requirements: Cash Transfers

Cash may be transferred between funds only ifrénesfer is specifically allowed by
law or administrative rule. (ARM 10.10.320(1))

Transfers may be made from one nonbudgeted fuaddther nonbudgeted fund
whenever the trustees determine that the tranfends is necessary to improve the
efficiency of spending within the district. (MCA2-208(2)(b)) Any portion of the
cash balance in a nonbudgeted fund may be traadfeirhe trustees must prepare a
resolution stating specifically how the transfel Wwe used to improve efficiency of
spending within the district. (ARM 10.10.320(8))

Trustees are required to hold a properly notiesring to accept public comment on
a transfer before the transfer can occur, withetteeption of the following transfers

(MCA 20-9-208(2)(b); ARM 10.10.320(2))

a. Transfers from the general fund to the compedsabsences fund to establish
and maintain the compensated absences fund, cférarof excess balance in the
compensated absences fund to the general funca(Se&CA 20-9-512);

b. Transfers of unused employer contributions &i-imisurance group coverage
allowed by MCA 2-18-703;

c. Transfers from the general fund to the litigatieserve fund and, upon settlement
of the litigation, a transfer returning the balatcé¢he general fund under MCA
20-9-515;

d. Transfers between the federal impact aid furttitbe debt service fund under
MCA 20-9-437 & 443,

e. Transfers from any fund, except the miscellasgoagrams fund, to support an
interlocal agreement fund under MCA 20-9-703;

f. Closure of district funds to establish a non+agpieg fund under MCA 20-9-505;
and

g. Transfers of any portion of the balance of adereciation fund approved by the

voters. (See following bulleted item)

REVISION DATE: 6/30/2008
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

CASH TRANSFERS AND FUND CLOSURES - continued:

9. Compliance Requirements - continued: Cash Transfers

Interdistrict Agreements — Fund Transfdesféctive April 28, 2009: The trustees
of any two school districts that have unified, @wp school districts that have
created a joint board of trustees, or a high scmdtict and any elementary school
district associated with that high school distni@y enter into an interdistrict
agreement to provide for the joint funding and atien and maintenance of both
districts upon terms and conditions mutually agreeoly the districts. The intent of
an interdistrict agreement is to combine serviddsvo districts within the original
budget authority, and NOT to increase budget aiithor

[0 An agreement must be approved by the board aieeaf both districts by
February 1 of the current fiscal year.

[0 All expenditures in support of the interdistriciraement may be made from the
Interlocal Cooperative Fund (Fund #82). Each dismay transfer funds into the
interlocal cooperative fund from the general fuidhe district.

[0 Transfers to the interlocal cooperative fund freach school district are limited
to an amount not to exceed the direct state asthjgport of the respective school
district's general fundnd must be completed by February 1 of the cufrecdl
year.

[0 Expenditures from the interlocal cooperative fuimdier this section are limited to
those expenditures that are permitted by law aatate within the final budget
for the general fund from which the transfer waslena

In addition to the cash transfers provided foBiate law, above, the following cash
transfers between district funds are allowable (ARML0.320)(See also
Compliance Requirement No. 10 “Fund Closures” for dditional allowable cash

transfers)

a. Pursuant to MCA 20-10-147, when all the buses sdhool district have been
sold or otherwise disposed of, trustees may tramsfg portion of the bus
depreciation reserve fund balance to any other @iride district contingent on
voter approval. (ARM 10.10.320(4) See also AGO 6lo/ol. 51)

b. Except for the general fund, retirement funchtédervice fund, and bus
depreciation fungdtrustees may transfer any portion of the casartua in a
budgeted fund to another budgeted fund for anygeem@llowed by law, provided
the money being transferred is comprised of revérame sources other than tax
receipts. Trustees may transfer tax revenues @moenbudgeted fund to another
budgeted fund, provided the money is subsequertgreded for purposes the
same as, or directly related to, the purposes foclmthe taxes were levied.
When tax receipts are transferred, the trustessluton shall state the purpose
for which the taxes were levied and the purposes/fach the funds will be used.
(ARM 10.10.320(6))

REVISION DATE: 6/30/2008
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

CASH TRANSFERS AND FUND CLOSURES - continued:

9. Compliance Requirements - continued: Cash Transfers

The trustees shatiot:

a. Transfer cash from the district retirement fumdich is funded by a countywide
levy, to any other fund (ARM 10.10.320(3));

b. Transfer any portion of the balance in the delovice fund to another fund,
except to close the fund after fully paying alligbtions as provided in MCA 20-
9-443 (ARM 10.10.320(5));

c. Transfer cash received through state and fedesals and contracts, unless the
transfer is in compliance with any restrictionsonditions imposed by state or
federal law; (ARM 10.10.320(7); MCA 20-9-208(2))b)

d. Transfer money between a budgeted fund and laudigeted fund, except when
specifically provided by law. (ARM 10.10.320(9))

e. Transfer cash from one school district to arasleool district. Cash of an
elementary district fund may only be transferred @nother elementary district
fund, and cash of a high school district fund maly de transferred into another
high school district fund. (MCA 20-9-208; ARM 10.819)

Authorized transfers shall be entered upon thenpeent records of the district.
(MCA 20-9-208(3))

Within 30 days of approving the transfer, thetieas shall notify the state
superintendent, county superintendent, and couaagtirer in writing of the amount
of cash transferred, the purposes for which theusrnwansferred will be used, and
the funds affected. (ARM 10.10.320(11)

When cash is transferred from one budgeted fursthtdher budgeted fund, the
trustees may also transfer budget authority upecmount of the cash transfer.
(ARM 10.10.320(10)

Suggested Audit Procedures:

If cash transfers were made between funds, deterthat a public hearing was first
held on the proposed transfer, unless the tramstetempted from the public hearing
requirement as discussed above.

Review cash transfers between funds to determirether the transfers were
specifically allowed by law or administrative rubmd verify that no cash transfers
were made that were specifically prohibited byestatv or administrative rule, as
discussed above.

REVISION DATE: 6/30/2008
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

CASH TRANSFERS AND FUND CLOSURES — continued

9. Sugqggested Audit Procedures- continued: Cash Transfers

If cash was transferred from a nonbudgeted fuadfwthat the trustees prepared a
resolution stating specifically how the transfel Wwe used to improve efficiency of
spending within the district.

Obtain and review evidence that, within 30 dayapgroving a transfer, the trustees
notified the state superintendent, county superaeat, and county treasurer in
writing of the amount of cash transferred, the psgs for the transfer, and the funds
affected.

10. Compliance Requirements: Fund Closures

Except as otherwise provided by law (see followpngvisions), whenever the
trustees of a district determine that a fund igtina and will no longer be used, the
fund shall be closed by transferring all cash aheioaccount balances to any fund
considered appropriate by the trustees, if the filmes not have a cash or fund
balance deficit. (MCA 20-9-201(3)) If an inactiftend has a cash or fund balance
deficit, the district must resolve the deficit befelosing the fund. (ARM 10.10.319)

The following provisions for the closure of specifunds are found in ARM
10.10.319 and various sections of the Montana Qodwtated, as indicated:
a. Pursuant to MCA 20-9-201, when trustees detexithiat a tuition fund is inactive

and will no longer be used, they must close thel fiato the miscellaneous
programs fund. (MCA 20-9-201(3)
Pursuant to MCA 20-9-443, when latind principal, interest, and fees and all

SIDs outstanding have been fully paid, the trussiéedl close the debt service

fund into the building reserve fund, general fuadtechnology fund. The district
must identify money transferred from the debt ssrv¥und using a project
reporter code number and track the subsequenbfises money that are limited
by MCA 20-9-443.

Pursuant to MCA 20-10-147, when all the buses diftrict have been sold or
otherwise disposed of, trustees may close a bugdegion reserve fund to any
other fund of the district contingent on voter apja.

Pursuant to MCA 20-9-505, a district entering{operating status shall close all
funds, except the debt service fund and the meoetius programs fund, into a
single non-operating fund of the district.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL BUDGET REQUIREMENTS - continued:

CASH TRANSFERS AND FUND CLOSURES - continued

10. Compliance Requirements - continued: Fund Closures

Trustees may not close a fund into a fund of agrogkchool district. An elementary
fund must be closed into another elementary fund,aahigh school fund must be
closed into another high school fund. (ARM 10.1@)8 (Note: A transfer from the
elementary general fund to the high school gerfaral and visa versa would also be
prohibited under MCA 20-9-208)

The trustees must notify the county treasurerntirvg of any fund closure, stating
the district fund into which the inactive fund eslie closed. The county treasurer
must deposit subsequent receipts on behalf ofltdsed fund, including subsequent
tax receipts, in the fund to which the inactivedumas closed. (ARM 10.10.319)

Suggested Audit Procedures

If a fund is determined to be inactive and clodedng the audit period, verify that
the cash and other account balances were trargfertbe appropriate funds, as
provided in law or administrative rule. (If thaseno specific provision for the
closure of the fund, the transfer may be made yofamd considered appropriate by
the trustees.)

Verify that no funds were closed into a fund ob#er school district.

If an inactive fund had a cash or fund balancecdgeterify that the deficit was
resolved prior to closing of the fund.

Obtain and review evidence that the county treasuas notified, in writing, of the

fund closure. Verify that all subsequent recegpidehalf of the closed fund were
deposited into the fund to which the inactive fuvak closed.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
ENROLLMENT

Enrollment Overview:

The “Average Number Belonging” (ANB) means the aggr number of regularly enrolled full-
time pupils physically attending or receiving edimaal services at an offsite instructional
setting from the public school of a district whorevenrolled as of the first Monday in October
and on February 1st of the prior school fiscal yeathe next pupil-instruction day if that date
does not fall on a pupil instruction day. ANB letkey figure in calculating the financial
support that a school district will receive undee school BASE Funding Program. An error in
the calculation of this figure could have a subssheffect on the revenue derived through the

program.

ANB for each district is obtained from the enrolimeount reported to OPI on the MAEFAIRS
Fall Enrollment Report as of the 1st Monday in @etio and the February 1st enrollment count
reported to OPI on the MAEFAIRS Spring EnrollmermtpRrt. Pre-kindergarten students and
students who are 19 on or before September 1xahaded from the ANB calculation and
kindergarten students are included as one-haliB purposes.Effective July 1, 2007
kindergarten students enrolled in a kindergartegi@am that provides a minimum of 720
aggregate hours of instruction may be includeditigie for ANB purposes. Students that
have been absent for more than 10 consecutive sdhg® may not be included in the
enrollment count for ANB purposes, unless the prgslmes attendance prior to the day of the
enrollment count. There is an exception, in tleahBbound students and students who are
confined to a treatment, medical, or custodiallitganay be counted as enrolled after the 10th
consecutive date if the provisions of ARM 10.20.(B)2re met.

(Note: Any differencein enroliment reported to OPI or shown on the enrdment records
of the district is consideredvATERIAL to OPI. OPI recalculates ANB using corrected
enrollment counts reported in school district auditreports. Based on this information OPI
adjusts guaranteed tax base entitlements (GTB), th&tate per-student funding, the basic
entitlement, and sometimes the general fund budgémits. It is important to know that
OPI not only lowers funding when ANB drops due to a audit, but they alsoPAy
ADDITIONAL direct state aid for additional ANB reported in anaudit.)

In most elementary districts, the individual teashattendance records used within the various
elementary schools are summarized by the scholalibgioffices. The attendance records at
some high school districts, however, may not b&sent to support the enrollment calculations.
The primary difficulty is the fact that studentsadige teachers and classrooms several times a
day, each requiring a separate attendance reddrd.could also be a problem in some junior
high schools and middle schools. Most high schoeilsn individual student attendance
records, however, they are often filed in individstadent folders at the close of the school year.

REVISION DATE: 6/30/2008



REF: SD-1
PROGRAM/SUBJECT: School Districts - Budgets

PAGE: 16 of 60

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
ENROLLMENT - continued:

Enrollment Overview — continued:

Despite the type of attendance records used,asstmust maintain sufficient documentation to
support their enroliment reports that are submitte@PIl. These may take the form of summary
attendance records, by day, week, month, quatteraethe various schools, or they may
maintain separate student records in some manaesubpports their enrollment figures on the
count dates. Some form of enrollment documentahast be available at each district in a way
that will permit verification of the enroliment regis.

(Note: OPI would prefer that audit reports and financial review reports of Montana school
districts disclose_alldifferences between enrollment reported to OPI anthat documented
by the school district’s records. These should imgde discrepancies in part-time students,
early graduates, and discrepancies in attendance drabsences reported to OPI.)

1. Compliance Requirements: Minimum Pupil Instruction Days & Hours
» School districts must provide at least the minimaggregate hours as

defined below:

a. 360 hours for a half-time kindergarten prograpefiective July 1,
2007, 720 hours for a full-time kindergarten programQii20-7-
117);

b. 720 hours for grades 1 through 3; and

c. 1,080 hours for grades 4 through 12.
(Note: 1,050 aggregate hours of pupil instruction fiaadyating
seniors may be sufficient)

(MCA 20-1-301)

» Kindergarten, grade 1 through 3, and grade 4 tjiirdi2 programs must be
considered separately for the purpose of compumgpliance with minimum
aggregate hour requirements. (MCA 20-9-805)

Suggested Audit Procedure:

» Verify, through review of the school district’scerds, (such as the school calendar
and board meeting minutes) that the district cotetlithe minimum aggregate hours
of instruction required. This item Is a signifit@ompliance issue, in that direct state
aid payments to the districts will be reduced guieed minimums are not me#s
the funding agency for school districts, OPI has muested that non-compliance
with this issue be disclosed in an audit finding.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ENROLLMENT - continued

2. Compliance Requirement: PIR Days
* A pupil-instruction-related day is a day of teachetivities devoted to improving the

quality of instruction. The activities may inclubat are not limited to inservice
training, attending state meetings of teacher argdions, and conducting parent
conferences. A maximum of 7 pupil-instruction-rethtiays may be conducted
during a school year, with a minimum of 3 of thgléor instructional and
professional development meetings or other appaigmservice training, if the days
are planned in accordance with the policy adoptethé board of public education.
The days may not be included as a part of the reduminimum aggregate hours of
pupil instruction. (MCA 20-1-304)

Suggested Audit Procedures:
» Verify that the number of PIR days equaled or edeel the minimum limitations and
did not exceed 7 days, and were used for teachigiti@s as described above.

» Determine that the school district did not include PIR days as part of the required
minimum aggregate hours of pupil instruction.

3. Compliance Reguirement: Accreditation Status
Accreditation status for ANB purposes is addresgedCA 20-9-311 & ARM
10.20.102(3). Because OPI monitors and approv@editation status annuallhere is
no need for this item to be audited for compliance.

4. Compliance Requirements: Enrollment Reports
* Procedures used to establish the enroliment arerds follows:
a. A count is taken of regularly enrolled full-tirpapils who were enrolled as of the
first Monday in October. A count is also takerredularly enrolled pupils on
February 1. If those dates do not fall on a school (pugstinction) day, a count
is taken on the next school (pupil instruction) dé&yICA 20-9-311(1)(a)) If a
kindergarten and/or preschool session is not helthe count date, the district
may count attendances and absences on the nekirmpiction day.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
ENROLLMENT - continued
4. Compliance Requirements - continued: Enrollment Reports

b. Part-time and full-time enrollment is determirmdthe hours per ye#nat a
student is enrolled, as follows (MCA 20-9-311(4]R):

Not (J Y,-Time 1/z-TimeJ1 3/4'TimEL Full-Time
Grade Enrolle Enrolled Enrolle Enrolle Enrdlle
K - Half-time | <180 hr N/A a 360+ hj N/A iL N/A

K — Full-time | <180 hrs 180-359 hrs 360-539|hrs 540@-hrs 720+ hr
1-12 <180 hrs| 180-359 hrs 360-539 hrs 540-719 H28+hrs
(Note: Enrollment in a self-paced program or course magdmwerted to an
hourly equivalent based on the hours necessarappbpriate to provide the
course within a regular classroom schedule.)

c. Effective July 1, 2007 for a district that is transitioning from a hdéhe to a
full-time kindergarten program, kindergarten enraht in the previous year shall
be counted as full-time enrollment for the purpokealculating ANB for the
elementary programs offering full-time kindergarterthe current year.

d. When any pupil has been absent, with or witlexetse, for more than 10
consecutive school days, the pupil may not be dedun the enrollment count
unless the pupil resumes attendance prior to thete enrollment count,
except for the following:

1. homebound students who are receiving instruatiservices financed by the
school district who were in the education programd due to medical reasons,
certified by a medical doctor, are unable to besg@né for pupil-instruction;

2. students who are confined to a treatment, medicaustodial facility which
does not offer a regular educational program, and are receiving
instructional services financed by the school aistr
(MCA 20-9-311(6); ARM 10.15.101(31); ARM 10.20.18%

e. The enrollment of preschool pupils, as proviaedlCA 20-7-117, may not be
included in the ANB calculations. (MCA 20-9-311)7)
(Note: A Kindergarten-age pupil (5-years-old on or befSept. 10) that is
receiving services in the Pre-K (Pre-School) prograay be counted as a
Kindergarten pupil if an Individualized EducatioroBram (IEP) requires the 5-
year old to receive instruction and services imeagzhool setting. (See OPI's
June “Audit Letter” for additional information))

f. Students who turned 19 on or before Septembenusl be included in the
enrollment count, but must then be subtracted ftwarcount for ANB purposes.
(MCA 20-1-101(16))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ENROLLMENT - continued

4. Compliance Requirements - continued: Enrollment Reports

g. If a student has left school officially or haseady enrolled in another district as
of the count date, the student must petincluded in the enrollment count.
(ARM 10.20.102(4)) If a student, however, haslme¢n gone more than 10
consecutive days, as of the count date, and itkeawnwhether he will return to
school, the student should be counted as enro(lddte: A district should follow
up on unexcused absences. Therefore, it will lm@mmon for a district to not
know whether the student will return to school ot.n

h. Districts shall provide OPI with semiannual rep@f school attendance, absence
and enrollment for regularly enrolled studentspngghe Annual Data Collection
Form (aka “Fall Report”) form and the Spring Ennodint Report form. (MCA
20-9-311(9), and ARM 10.20.102(14))

Suggested Audit Procedures:

Obtain the teachers’ attendance records and dtdementation used to support
enrollment figures on the count dates, and foeas$tl 10 days prior to the count dates.
Calculate enrollments for the first Monday in Octoland on February 1st (or the
next pupil instruction day if February 1st falls @amveekend, or if the school is
closed) using the criteria specified above.

Determine if any students were absent for more fltaconsecutive days including
the count date. If there were, verify that thalstus were not included on the Fall
and Spring enroliment forms.

Determine part-time students reported on both-edeand Spring enrollment count
dates. Verify that students qualifying for parmé status are reported in the part-time
section of the enroliment report. Part-time stisl@nust be included in the
enrollment count, but then are adjusted off thent®by OPI for ANB purposes.

Verify that students who turned 19 before Septambavere included specifically as
19 year-olds on enroliment reports.

Verify attendances and absences reported on bethdll and Spring enrollment
reports, and report any discrepancies.

(Note: OPI uses the attendance and absence informatimoilézt cumulative
attendance data required by the Federal governnfaduracy is very important.
Several grant programs, including Title I, Impaadtl ATitle VI and School Foods use
this information to develop allocations based andkierage daily attendance.)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ENROLLMENT - continued

4.

6.

Suggested Audit Procedures - continued: Enrollment Reports

Compare your calculated enrollment count to teported on the school district’s
reports to OPI. (Note: The Spring report includeth Fall and Spring counts and is
convenient to use when auditingdny discrepancies should be reported in an
audit finding. Because of potential impacts on sta funding, budgeting and

GTB, OPI considers_anyenrollment difference to be material.

(Note: If a discrepancy is noted between the districttords and reports filed with OPI,
please notify OPI at telephone number (406) 44443@8d then ask the district to submit
a revised Fall and/or Spring Enrollment Report #l howing the original reported
amounts and adjustments.)

Compliance Requirement: ANB Increases

A school district may request an increase in ragiildB from the Superintendent of
Public Instruction under certain, specified cormfis addressed at MCA 20-9-313 & 314.
Because OPI monitors and approves increases iniANlese casefhere is no need

for this item to be audited for compliance.

Compliance Requirement: ANB Increases for Early Graduation

A school district may request from OPI an increasegular ANB if a high school
district provides early graduation for any studehb completes graduation
requirements in less than 8 semesters or the dgoh@mnount of secondary school
enrollment. The increase must be establisheddyrtistees as though the student
had attended to the end of the school fiscal yedmaust be approved, disapproved,
or adjusted by OPI. In addition ARM 10.20.102 etathat the trustees may apply for
increased ANB for early graduates who are enrakedf the first Monday of October
as a senior in high school, the seventh semest®aaindary school, and complete the
graduation requirements prior to the February dlément count, by filing a request
with OPI stating the names of the pupils which waseincluded in the February 1st
enrollment count because they graduated earlyt@nddte of graduation. (MCA 20-
9-313(6); ARM 10.20.102(10))

(Note: OPI has indicated that a student who comptes graduation requirements

in the 6th semester or less should ndite included in the enrollment counts.)

Suggested Audit Procedures:

Determine if the Spring Enrollment count of thetdct includes an increase for early
graduates (separate line on enroliment report).
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ENROLLMENT - continued

Suggested Audit Procedures - continued ANB Increases for Early Graduation

Verify that the district sent a notification to OfRating the names of the students and
their graduation dates. (Note: This is usualporgéed on the Spring Enrollment
Report, although notification may be in a sepaletter.) If so, determine that these
students were enrolled in the fall semester andugid before the February 1st
count date. Verify that these students were repaseparately (as early graduates) on
the Spring enrollment report and not included mrigular enroliment count for

grade 12.

7. Compliance Requirement: Kindergarten Students

The trustees of an elementary district shall ¢istalor make available a kindergarten
program capable of accommodating, at a minimunthalkchildren in the district who
will be 5-years-old on or before September 10 efd¢bhool year for which the
program is to be conducted or who have been edrblfespecial permission of the
board of trustees. The kindergarten program, wthiehtrusteesffective July 1,
2007, may designate as either a half-time or full-tipnegram, must be an integral
part of the elementary school and must be finamecedgoverned accordingly,
provided that to be eligible for inclusion in thelaulation of ANB pursuant to MCA
20-9-311, a child must have reached the age ofd&r twefore September 10th of the
school year covered by the calculation or have leeeolled by special permission of
the board of trustees. A kindergarten program mesdt the minimum aggregate
hour requirements established in MCA 20-1-301. id&rgarten program that is
designated as a full-time program must allow adctalbe enrolled half-time. (MCA
20-7-117)

Suggested Audit Procedure:

Verify that any 5-year-olds eligible for and enedl in kindergarten have been listed
as kindergarten students on the count dates.

8. Compliance Requirement: Preschool Programs

The trustees of an elementary school district esgblish and operate a free
preschool program for children between the ageésanfd 5 years. When preschool
programs are established, they must be an intpgrabf the elementary school and
must be governed accordingly. Financing of presthmgrams may not be
supported by money available from state equalinadid. (MCA 20-7-117) Note:
The federal “IDEA Preschool Grant” is available sarch programs.)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ENROLLMENT - continued

9.

Suggested Audit Procedures: Preschool Programs

Verify that monies available from state equalizataid were not used to support a
free preschool program for children between thes aje and 5.

Verify that parents were not charged for the pupheschool program.

Compliance Requirement (For Auditor):  Standard Audit Contract Requirements

The standard audit contract requires the audihgfschool district to include tests to
verify the accuracy of the school district's enmadint for the fiscal year(s) being
audited as reported to the Office of Public Indinre It also requires that the audit
report contain a supplementary schedule of theickistenrollment as reported to
OPI for the fiscal year(s) being audited. The sicihe must contain the enroliment
both as reported to OPI in the Fall and Spring kmemt reports and as documented
by the school district’s enrollment records.

Suggested Audit Procedures:

Perform enrollment tests as indicated previousithis compliance supplement.

Prepare a supplemental schedule containing treotdistrict’s enrollmenboth as
reported to OPI in the Fall and Spring enrollmemtarts and as documented by the
school district’s enrollment recordén example of an enrollment schedule format
that is recommended by OPI is included on the follwing page. Another
recommended format can be found in the audit letteat
http://www.opi.mt.qov/PUB/PDF/SchoolFinance/Audit/207Auditltr.pdf )

These supplemental schedule formats are also avdila on diskette by calling
OPI at 444-3024 or via e-mail at ‘drosenthal@mt.gdv

(Note: If a discrepancy is noted between the districttords and reports filed with OPI,
please notify OPI at telephone number (406) 444t4460d then ask the district to submit
a revised Fall and/or Spring Enrollment Report #l &howing the original reported
amounts and adjustments.)
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Supplemental Schedule
School District Number XX
XXXXXX County
XXXXXX, Montana

SCHEDULE OF ENROLLMENT

For the Year Ended June 30, 20XX

Fall Enroliment — October, 20XX

Elementary School District

PreK-6:

(a) Pre-Kindergarten

(b) Kindergarten- Half (enrolled 180 — 360 houes pear)
(c) Kindergarten - Half (enrolled <180 hours peas)

(d) Grades K(Full) - 6 (enrolled 360+ hours peanye

(e) Grades K(Full) - 6 (enrolled 180-359 hours year)
(f) Grades K(Full) - 6 (enrolled <180 hours peasje

7-8:

(g) Grades 7-8 (enrolled 360+ hours per year)
(h) Grades 7-8 (enrolled 180-359 hours per year)
(i) Grades 7-8 (enrolled <180 hours per year)

() Total Elementary (add linesthru i)

High School District9-12;

(k) Grades 9-12 (enrolled 360+ hours per year)
() Grades 9-12 (enrolled 180-359 hours per year)
(m) Grades 9-12 (enrolled <180 hours per year)
(n) Total High School (add lindsthru m)

(0) 19 Year-olds included on lirke
(p) Job Corps Students (included on likgbru m)

Spring Enroliment — February, 20XX

Elementary School District

PreK-6:

(q) Pre-Kindergarten

(r) Kindergarten - Half (enrolled 180 - 360 hopes year)
(s) Kindergarten - Half (enrolled <180 hours pear)

(t) Grades K(Full) - 6 (enrolled 360+ hours peaje

(u) Grades K(Full) - 6 (enrolled 180-359 hours yesir)
(v) Grades K(Full) - 6 (enrolled <180 hours peaye

7-8:

(w) Grades 7-8 (enrolled 360+ hours per year)
(x) Grades 7-8 (enrolled 180-359 hours per year)
(y) Grades 7-8 (enrolled <180 hours per year)
(z) Total Elementary (add linggthru y)

High School Distric9-12:

(aa) Grades 9-12 (enrolled 360+ hours per year)
(bb) Grades 9-12 (enrolled 180-359 hours per year)
(cc) Grades 9-12 (enrolled <180 hours per year)
(dd) Total High School (add lines thru cc)

(ee) 19 Year-olds included on liaa
(ff) Early Graduates
(gg) Job Corps Students (included on likekru m)

Per Enrollment

Reports

XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX

XHHX
XXXXX

XXX
XXXXXX

XXX
XXXXXX
XXX
XXXXXX

XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX

XX
XXXXX

XXX
XXXXXX

XXXX
XXXXXX
XXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX

Audit Per
District Records

XXXXXX
XXXXXX
XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX
XXXXXX

XXXXXX
XXXXXX
XXXXXX

Difference

XXXX
XXXX
XXXX
XXXX
XXXX
XXXX

XXXX
XXXX
XXXX
XXXX

XXXX
XXXX
XXXX
XXXX

XXXX
XXXX
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET

BASE FUNDING:

1. Compliance Reguirements:

* The basic and per-ANB entitlements, as explaireddvia, along with the district’s
special education funding (which is discussed imenttail in a subsequent
compliance program), define the BASE (Base AmoanSichool Equity) and
Maximum general fund budget limits. The BASE alsdudes the quality educator
payment, the total at-risk student payment, théameducation for all payment, and
the American Indian achievement gap payment. (MOA-2306)

* The BASE budget for the district must be finanbgdhe following sources of
revenue:

a. state equalization aid, as provided in 20-9-8#3uding any guaranteed tax
base aid for which the district may be eligiblepasvided in 20-9-366 through
20-9-369;

b. county equalization aid, as provided in 20-9-38d 20-9-333;

c. adistrict levy for support of a school not apfad as an isolated school under
the provisions of 20-9-302;

d. payments in support of special education progrander the provisions of 20-
9-321;

e. nonlevy revenue, as provided in 20-9-141; and

f. a BASE budget levy on the taxable value of atigerty within the district.

(MCA 20-9-308(3))

Suggested Audit Procedure:

NONE

OPI extensively monitors the BASE funding prograsrpart of the school districts’
budget approval process.

PER-ANB ENTITLEMENT:

2. Compliance Requirements:
» Total per-ANB entitlement is defined as the dettantitiement resulting from the
following calculations:

a. for a high school district, or a K-12 distriegih school program, a maximum rate
of $5,704 for fiscal year 2007, $5,861 for fiscal ye@008, and $6,037 for each
succeeding fiscal yeafor the first ANB, decreased at the rate of 50 s¢mar
ANB for each additional ANB of the district up thugh 800 ANB, with each
ANB in excess of 800 receiving the same amounhtflement as the 800th
ANB;
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

PER-ANB ENTITLEMENT — continued:

2. Compliance Reguirements - continued:

b. for an elementary school district, or a K-12rnilis elementary program without
an approved and accredited junior high schdblaid &' grade program, or
middle school, a maximum ra$d,456 for fiscal year 2007, $4,579 for fiscal
year 2008, and $4,716 for each succeeding fiscaayéor the first ANB,
decreased at the rate of 20 cents per ANB for aedditional ANB of the district
up through 1,000 ANB, with each ANB in excess @&0D, receiving the same
amount of entitlement as the 1,000th ANB; and

c. for an elementary school district, or a K-12rii$ elementary program with an
approved and accredited junior high schoBlaid &' grade program, or middle
school, the sum of:

(i) a maximum rate 04,456 for fiscal year 2007, $4,579 for fiscal ye2008,
and $4,716 for each succeeding fiscal yefor the first ANB for
kindergarten through grade 6, decreased at thef&@ cents per ANB for
each additional ANB up through 1,000 ANB, with e#@d4B in excess of
1,000 receiving the same amount of entitlemenbhad{000th ANB; and

(i) a maximum rate 0$5,704 for fiscal year 2007, $5,861 for fiscal ye2008,
and $6,037 for each succeeding fiscal yefar the first ANB for grades 7
and 8, decreased at the rate of 50 cents per ANBaith additional ANB for
grades 7 and 8 up through 800 ANB, with each ANBxness of 800
receiving the same amount of entitlement as theh8A0IB.

(MCA 20-9-306(14))

» A district that anticipates an unusual increasenrollment in the ensuing school
fiscal year, as provided for in MCA 20-9-313(1)(djay increase its basic entitlement
and total per-ANB entitlement for the ensuing sdti@oal year as discussed in MCA
20-9-314.

Suggested Audit Procedure:
NONE
The per-ANB entitlement is calculated and monitdogdPI.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

BASIC ENTITLEMENT:

3. Compliance Reguirement:
* The basic entitlement for school districts is:

» For each high schodistrict: $230,199 for fiscal year 2007, $236,552 for fiscal
year 2008, and $243,649 for each succeeding fisgaér,

» For each elementary school district or K-12 distelementary program without
an approved and accredited junior high schdblid &' grade program or
middle school:$20,718 for fiscal year 2007, $21,290 for fiscaégr 2008, and
$21,922 for each succeeding fiscal year

» For each elementary school district or K-12 distelementary program with an
approved and accredited junior high schoBlaiid &' grade program, or middle
schod:. (Note: the previous prorated provisions of this sectbraw were
removed and replaced by the following, effectiveFy2008)

a. For kindergarten through grade 6 elementaryrarog$21,290 for fiscal
year 2008, and $21,922 for each succeeding fiscahy; plus

b. For an approved and accredited junior high schagram, ¥ and &' grade
program, or middle school60,275 for fiscal year 2008 and $62,083 for
each succeeding fiscal year

(MCA 20-9-306(6))

Suggested Audit Procedure:
NONE
The basic entitlement is calculated and monitore®BI.

DIRECT STATE AID:

4. Compliance Requirements:
» Direct state aid is defined as 44.7% of the bastdlement and 44.7%f the total
per-ANB entitlement for the general fund budgeaafistrict. It is funded with state
and county equalization aid. (MCA 20-9-306(8))

* County Equalization - The county commissioners of each county mustlev
a. an annual basic county tax3# mills for the purposes @lementary
equalization and state BASE funding program supgbtCA 20-9-331) and
b. an annual basic county tax2# mills for the purposes dfigh school
equalization and state BASE funding program supp@CA 20-9-333)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

DIRECT STATE AID - continued:

4. Compliance Requirements - continued:

» State Equalization The county commissioners of each county, intamdio the
above tax levies, must levy annually a taxt@fmills for state equalization aid to
support the BASE funding program. The tax mudebgd on all property except
property for which a tax or fee is required aslisin MCA 20-9-360 (pertaining to
recreational vehicles, motor vehicles and aircrafiCA 20-9-360 & 343)

* The revenues from the county's 33-mill elemenéayyalization levy, and the
revenues from the following sources, are usediferequalization of the elementary
BASE funding program of the county:

a. federal Taylor Grazing Act funds distributecatoounty and designated for the
elementary county equalization under the provismgCA 17-3-222;

b. federal Flood Control Act funds distributed toaunty and designated for
expenditure for the benefit of the county commdmosts under the provisions of
MCA 17-3-232;

c. all money paid into the county treasury as altes fines for violations of law,
except money paid to a justice's court, and theotigénich is not otherwise
specified by law; Nlote: It appears that there may no longer be any 8neb
that are required to be deposited into the coussury — see MCA 46-18-235 —
most fines are now remitted to the State.)

d. any money remaining at the end of the immedigistceding school fiscal year
in the county treasurer’s accounts for the varsusces of revenues established
or referred to in MCA 20-9-331;

e. any federal or state money distributed to thengoas payment in lieu of property
taxation, including federal forest reserve fundscated under the provisions of
MCA 17-3-213;

f. gross proceeds taxes from coal under MCA 15-23-and

g. oil and natural gas production taxes as provid@édCA 15-36-324.

(MCA 20-9-331(2))

* The revenues from the county's 22-mill high schemplalization levy, and the
revenues from the following sources, are usedhferequalization of the high school
BASE funding program of the county:

a. any money remaining at the end of the immedjigtetceding school fiscal year
in the county treasurer’s accounts for the varsusces of revenues established
or referred to in MCA 20-9-333;

b. any federal or state money distributed to thengpas payment in lieu of property
taxation, including federal forest reserve fundsaated under MCA 17-3-213;
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

DIRECT STATE AID - continued:

4. Compliance Requirements - continued:
C. gross proceeds taxes from coal under MCA 15@38-&nd
d. oil and natural gas production taxes as providddCA 15-36-324.
(MCA 20-9-333(2))

* All monies collected for county equalization amats equalization are deposited into
the State’s general fund and disbursed by OPI. mBit make the following BASE
aid payments by the last working day of each month:

a. from August to October, 10% of the direct statepayment is disbursed to each
district;

b. from December to April, 10% of the direct statg payment is disbursed to each
district;

c. in November, 50% of the guaranteed tax base {@iBpayment is disbursed to
each district or county that has submitted a finalget to the superintendent of
public instruction in accordance with the provisaf MCA 20-9-134;

d. in May, the remainder of the GTB aid paymertisbursed to each district or
county;

e. in June, the remaining payment of direct statésadisbursed to each district.

(Note: The payments for Quality Educator, At-Risk Stuidléndian Education For

All, and American Indian Achievement Gap are paie@ach district on the same

basis as payments for direct state aid are madbisasssed above.)

(MCA 20-9-344)

Suggested Audit Procedure:

NONE

Direct state aid is calculated by OPI and autorafiyichecked for accuracy on the
districts trustees’ financial summary report (revesource 3110).
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

BASE & MAXIMUM GENERAL FUND BUDGET:

(Note: TheBASE budgetis defined as the minimum general fund budgetdistict, which
includes 80% of the basic entitlement, 80% of ttaltper-ANB entitlement, 100% of the total
quality educator payment, 100% of the total at-ggldent payment, 100% of the total Indian
education for all payment, 100% of the total Amani¢ndian achievement gap payment, and
140% of the special education allowable cost pagm&hemaximum general fund budget

is defined as a district's general fund budget arhoalculated from the basic entitlement for
the district, the total per-ANB entitlement for thistrict, the total quality educator payment,
the total at-risk student payment, the total Indédncation for all payment, the total American
Indian achievement gap payment, and the greatersf of special education allowable cost
payments or the ratio, expressed as a percenthte district's special education allowable
cost expenditures to the district's special edanailowable cost payment for the fiscal year
that is 2 years previous, with a maximum allowaht& of 200%. (MCA 20-9-306 & 308(1))

5. Compliance Reguirements:

» The trustees of a district must adopt a generad fwwdget that is at least equal to the
BASE budget established for the distrietir to April 10, 2007 and, except as
provided in MCA 20-9-308(3), does not exceed th&imam general fund budget
established for the districtEffective April 10, 2007, The trustees may adopt a
general fund budget up to the maximum general fwrdhet or the previous year’s
general fund budget, whichever is greater. (MCAO2808(1)).

» The trustees of the district may increase the budgthin limits described in MCA
20-9-308. Whenever the trustees of a district psepo adopt a general fund budget
that exceeds the BASE budget for the district anddrease the over-BASE budget
levy to support the general fund budget, the tessthall submit a proposition to the
electors of the district, as provided in MCA 20833 (MCA 20-9-308 & 20-9-353)

* For an elementary or high school district that lbeen in existence for 3 years or
more, the district's maximum general fund budgetBASE budget for the ensuing
school fiscal year must be calculated using theectityear ANB for all budget units
or the 3-year average ANB for all budget units,chlever generates the greatest
maximum general fund budgefor a K-12 district that has been in existencedfor
years or more, the district's maximum general fondget and BASE budget for the
ensuing school fiscal year must be calculated séglgrfor the elementary and high
school programs and then combined. (MCA 20-9-32))(1

Suggested Audit Procedures:
(The BASE and maximum general fund budgets are toe@d by OPI.)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL FUND BUDGET - continued

BASE & MAXIMUM GENERAL FUND BUDGET - continued:

5. Suggested Audit Procedures - continued:

Determine if the District’s budget required thestees to submit a proposition to the
electors of the district (i.e. review the Final Betl document and determine if the
line-item “Budget Approved by Voters” contains dldoamount). If so, verify that
any voted amount was actually approved by the @igctAn election certificate
should be available to verify this voted amount.

GUARANTEED TAX BASE AID:

6. Compliance Requirements:

Guaranteed Tax Base (GTB) aid is a fuction offeostdistrict’s prior year taxable
valuation and the district’s current year BASE befdglirect state aid and state
special education allowable cost payment. Eacbddatistrict may receive GTB aid
in support of up to 35.3% of the basic entitlemeptto 35.3% of the total per-ANB
entitlement, and up to 40% of the special educatltmwable cost payment budgeted
within the general fund. (MCA 20-9-306, 20-9-32120-9-367)

If the county retirement mill value per elementaryhigh school ANB is less than the
corresponding statewide mill value per elementaryigh school ANB, the county
may receive GTB aid based on the number of milletkin the county in support of
the retirement fund budgets of the respective eteang or high school districts in the
county. The amount of GTB aid per ANB that a cgunty receive in support of the
retirement fund budgets of the elementary and bajiool districts in the county is
the difference between the county mill value pernetntary ANB, or high school
ANB, and the statewide mill value per elementaryBANr high school ANB,
multiplied by the number of mills levied in suppoftthe respective retirement fund
budgets. (MCA 20-9-367 & 368)

If the district mill value per elementary ANB oerphigh school ANB is less than the
corresponding statewide mill value per elementaxBror per high school ANB, the
district may receive a state advance or reimburséfoe school facilities in support
of the debt service fund. (MCA20-9-367)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL FUND BUDGET - continued

GUARANTEED TAX BASE AID - continued:

6. Suggested Audit Procedures:

(GTB is calculated and disbursed by OPI.)

OPI has indicated that the correct calculation disttibution of GTB in the general

fund depends on the following items, which the tardshould verify.

a. Verify that the number of mills shown on the g&h fund’s final budget equals
the number of mills actually levied.

b. The number of mills levied depends on propeortpg of actual non-levy
revenues in the general fund. Determine that trelevy revenues for the
general fund were accurately coded and reportati@iirustees Financial
Summary (TFS).

c. Verify that the general fund reserves listedlenbudget form are accurate.
“Excess” reserves (line-item numbers 962 - 966)trbassupported by adequate
documentation. Overstated reserves would potgntialise overpayment of
GTB. (Note: If a county or district receives more GTB aid tliais entitled to,
the excess must be returned to the state as rddur®CA 20-9-344. (MCA 20-
9-368(4)))

Determine that the amount of GTB revenue (revexuake 3120) recorded in the
general fund and reported on the trustees finasam@mary is equal to the amount of
GTB revenue on the “MAEFAIRS” budget document toeg district and on
transmittal letters from OPI.

ADDITIONAL GENERAL FUND PAYMENTS

7. Compliance Requirements:

The state shall provide the following paymentsubl school districts.

TheQuality Educator payment is $2,000 for fiscal year 2007, $3,036 for fisgadr
2008, and $3,042 for each succeeding fiscal ymaestthe number of full-time
equivalent educators, as reported to OPI for agatézh purposes in the previous
school year. (MCA 20-9-327 & 20-9-306)

TheAt-Risk Student paymentis prorated to each school district based upon the
available appropriation and each district’s Titkdlbcation.

(MCA 20-9-328)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

ADDITIONAL GENERAL FUND PAYMENTS - continued

7. Compliance Requirements - continued:

* Thelndian Education For All payment is the greater of $100 for each district or
$20.40 for each ANB. This payment may be experutyl for curriculum
development, providing curriculum and materialstiedents, and providing training
to teachers about the curriculum and materialstriots must report annually to OPI
as to how these funds were expended. (MCA 20-9&320-9-306) [Note: this
ongoingpayment is not to be confused with the one-timlg-¢mdian Education for
All payment which is to be deposited in the Misarftous Programs fund.)

* TheAmerican Indian Achievement Gap payments $200 for each American
Indian student enrolled in the district based andbunt of regularly enrolled students
on the first Monday in October of the prior schgeér as reported to OPI. (MCA 20-
9-330 & 20-9-306)

(Note: The payments for Quality Educator, At-Risk Stoadléndian Education For All,

and American Indian Achievement Gap are paid td elistrict on the same basis as

payments for direct state aid are made. See CangdiRequirement No. 4, above)

Suggested Audit Procedures:

* NONE - OPI verifies that these payments are propenbpsdited and reported in the
general fund. In addition, OPI has indicated thatitors do not need to verify Indian
student counts.

SPECIAL EDUCATION

8. Compliance Requirement: Special Education Allowable Cost Payment
* OPI determines and distributes the special edutatiowable cost payments to each

school district and cooperative with a special atioo program as follows: (MCA

20-9-321(4))

a. Aninstructional block grant is awarded to each school district, based on the
district ANB and the per-ANB special education rastional amount; and

b. A special education related services block grans awarded to each school
district that is not a cooperative member, basetherdistrict ANB and the per-
ANB special education-related services amount. sfjezial education related
services block grant amount for districts thatrasmbers of approved special
education cooperatives or a joint board must ba@dedato the cooperatives or
joint board.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

SPECIAL EDUCATION - continued

8. Compliance Requirement - continued: Special Education Allowable Cost Payment

c. If adistrict’s allowable costs exceed the tatfahe two block grants discussed
above plus the required district match of 25% dised in Compliance
Requirement No. 9, below, the district is eligibdereceive at least40%
reimbursement of the additional costs.

d. OPI has assigned the following revenue codethtomstructional and related
services block grants: School Districts - revecoge number 3115, and Special
Education Cooperatives - revenue code number 3233.

Suggested Audit Procedure:
NONE
OPI determines payments under the above speciaddn funding provisions.

9. Compliance Requirements: Local Matching Funds
» Each district shall provide a 25% local contribuatfor special education, matching

every $3 of state special education instructiondl special education related services
block grants with at least one local dollar. Atdct that is a cooperative member is
required to provide the 25% match of the speciatation related services grant
amount to the special education cooperative, ludistrict is not required to match
the weighted funding factors (e.g., funding paidh® cooperative directly for
cooperative operation and maintenance, travel,@tigp services, recruitment, and
administration). OPI determines the actual distriatch based on the information
provided on the trustees’ financial summary. (M2#&9-321(6) & ARM
10.16.3813)

» Demonstration that local match contributions hlaeen made is determined by
totaling the prior fiscal year special educatidowabble cost expenditures, as
reported on the annual trustees' financial sumrwargthe General Fund, the Impact
Aid Fund, the Metal Mines Tax Reserve Fund andeS#ihing Impact Fund.

(ARM 10.16.3813(2)(a)) OPI has assigned expenelipnograncode 280for
special education expenditures.
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GENERAL FUND BUDGET - continued

SPECIAL EDUCATION - continued

9. Compliance Requirements - continued: Local Matching Funds

Districts that are participating members of a @afive must provide the required

local related services block grant match to theoperative. This match may be

demonstrated by either:

a. the transfer of the required amount from thé&idisGeneral Fund or Impact Aid
Fund to the cooperative, OR

b. completion of a written agreement between tk&idt and the cooperative that
states the manner in which the contribution willhbade, if different from a. This
written agreement must be on file with the coopeeat

At the close of each fiscal year, cooperatives madify to OPI that each member

district provided its required related servicescklgrant match to the cooperative.

(ARM 10.16.3813(3))

Suggested Audit Procedures:

Determine that special education expenditure atsoweported in the appropriate
funds, as discussed above, in expenditure progBmreported on the trustees’
financial summary are in agreement and supportdtidgistrict’'s accounting
records.

For districts that are participating members obaperative, verify that the local
match was met either by transfers from the Germrahpact Aid Funds, or through
another documented method.

10. Compliance Requirements: Special Education Funding Reversion

If at fiscal year end school district special eatian allowable cost expenditures do
not equal or exceed the amount of special educatgiructional and related services
block grant funds plus required local match, ascated by the annual trustees'
financial summary, the district is required to né\tke unspent portion of the special
education allowable cost payment in the ensuirgafigear. The unspent balance of
state special education allowable cost funding otiha used to reduce local levies or
to increase the operating reserves, but must lmetoseduce the state special
education allowable cost payment of the districttfe ensuing fiscal year through
reversion. If special education allowable cost pagta are not received by that
district in the ensuing fiscal year, the distriaighreturn the unspent portion by
warrant by December 31. (MCA 20-9-321(7), ARM B)3B17))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

SPECIAL EDUCATION - continued:

10. Compliance Requirements - continued: Special Ed Funding Reversion
* Revisions to the annual trustees’ financial sunymeport made by the district after
the district’s audit report for that fiscal yealissued, or after December 20 of the
ensuing fiscal year, if later, will not be consieéiin calculating the reversion
amount. OPI may accept the adjustments after tha&tss for unusual circumstances.
(ARM 10.16.3817)

Suggested Audit Procedure:

NONE

OPI monitors the reversion requirements using edipere information from the trustees’
financial summary.

11. Compliance Regquirements: Special Ed Allowable Costs
» Special Education Allowable Costinstructional Block Grant - Allowable costs
associated with instruction of students with dibtds include:

a. salaries and benefits of qualified special etioicdeachers, regular teachers, and
teacher aides, for the proportion of time spentigiiag services to students with
disabilities;

b. teaching supplies and textbooks necessary temgnt a student’s individualized
education program (IEP);

c. the purchase, rental, repair, and maintenangestfictional equipment required
to implement an IEP;

d. activities associated with teacher assistaram@gehat provide pre-referral
intervention;

e. contracted services, including fees paid fofggsional advice, training, and
consultation regarding special students or theiappmgram, and the delivery of
special education services by public or privatenags;

f. transportation costs for special education uttonal personnel who travel on an
itinerant basis from school to school or distrectiistrict or to in-state evaluation
team meetings or in-state IEP meetings, or otlagetras listed in ARM 10.16.
3806(f);

h. payments made to a special education coopeffativestructional services.

(MCA 20-7-431(1)(a), MCA and ARM 10.16.3806)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
GENERAL FUND BUDGET - continued

SPECIAL EDUCATION - continued:

11. Compliance Requirements - continued: Special Ed Allowable Costs
» Special Education Allowable CostRelated Services Block Grant Allowable
costs associated with the provision of relatedisesvto students with disabilities
include:

a. salaries and benefits of professional suppop@reonnel, corresponding to the
working time that each person devotes to the sppmgram. Professional
supportive personnel may include special educatigervisors, speech-language
pathologists, audiologists, counselors, social wkpsychologists,
psychometrists, physicians, nurses, and physichbaoupational therapists.

b. salaries and benefits of clerical personnel ag®ist professional personnel in
supportive services, corresponding to the workimg tthat each person devotes
to the special program,;

c. supplies for special programs;

d. activities associated with teacher assistaramasehat provide pre-referral
interventions;

e. contracted services, including fees paid fofgasional advice and consultation
regarding special students or the special progaat the delivery of special
education services by public or private agencies;

f. transportation costs for special education eslaervices personnel who travel on
an itinerant basis from school to school or distcdistrict or to in-state
evaluation team meetings or in-state IEP meetioigsther travel as listed in
ARM 10.16.3807(9);

g. equipment purchase, rental, repair, and maintsneequired to implement a
student's IEP;

h. the additional cost of special education codpars or joint boards, including
operation and maintenance, travel, recruitment,aamdinistration;

i. payments made to a cooperative for the provisiomelated services.

(MCA 20-7-431 and ARM 10.16.3807)

» Allowable costs as stated aboverd includethe costs of the teachers' retirement
system, the public employees' retirement systeenfdatieral social security system; or
unemployment compensation insurance; the costyadministrative, instructional
or teacher aide personnel necessary to meet Moatdia®| accreditation standards;
salaries and benefits for transportation aides eyepl for assisting students with
disabilities; the on-schedule and over-schedulésaafstransportation for special
education purposes; the cost of administrative supggersonnel, such as clerks and
clerical personnel (with the exception of ARM 1Q3807(1)(c) and
10.16.3808(1)(a)); and any overhead costs of opesaand maintenance. (MCA 20-
7-431(4); ARM 10.16.3805(1)))

REVISION DATE: 6/30/2008



REF: SD-1
PROGRAM/SUBJECT: School Districts - Budgets

PAGE: 37 of 60
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SPECIAL EDUCATION - continued:

11. Compliance Requirements - continued: Special Ed Allowable Costs
» The sum of the special education block grants beagpent for any combination of
costs allowed under MCA 20-7-431, without regarevteether the money was
received as instructional or related services bigrant. (ARM 10.16.3813(3))

Suggested Audit Procedure:
» As part of expenditure testing, determine thatscobarged to special education
programs are allowable under the above statutesdmehistrative rules.

12. Compliance Requirements: Special Ed Tuition Charges
* Whenever a child with disabilities has approvatiend a school outside the child's
district of residence under the provisions of MOAZR 320 or 20-5-321, the rate of
tuition must be determined under rules adopted By for the calculation of tuition
for special education pupils. (MCA 20-5-323; ARM3.10.301 and 10.16.3818)

» The regular education rate of tuition chargedafdontana resident student attending
in Montana may not exceed 20% of the per-ANB maximrate established in 20-9-
306 for the year of attendance. For a student eighbilities, the district may charge
the regular education tuition rate PLUS a spedakation add-on tuition rate,
calculated in accordance with ARM 10.16.3818.

» The additional tuition charge for special eduagai®calculated by the following
options: (The school district shall use only ohéhese options.)

a. Option A - The additional charge shall be calted by determining the number
of hours during which direct special education egldted services are being
provided each week, as established on the studediigdualized education
program (IEP). If the total hours are less tharf71%/2 for kindergarten), tuition
may not exceed the regular education tuition r#téhe total hours per week are
15 (7 1/2 for kindergarten) or more, the total Isowrll be divided by 30 (the
average number of school hours per week, 15 fatekgparten), and multiplied by
the maximum regular education tuition rate as dised above (ARM 10.10.301
& 10.16.3818).

OR

REVISION DATE: 6/30/2008



REF: SD-1
PROGRAM/SUBJECT: School Districts - Budgets

PAGE: 38 of 60
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SPECIAL EDUCATION - continued:

12. Compliance Regquirements - continued: Special Ed Tuition Charges
b. Option B - The actual unique costs of serviaesided to the student ages 3 to 21

as per the individualized education program (IEfhus the state’s share of the
maximum per ANB entitlement and per ANB specialaation block grants
received by the district, may be added to theirafeRM 10.10.301 (maximum
regular education tuition rate as discussed ahib#ed county superintendent
determines all of the following factors are preséipthe allowable special
education costs for that student exceed the ragzrdmed under Option A; and
(ii) the costs are for special education and rdlagzvices unique to the student,
excluding the costs for removal of architecturarieas.
(ARM 10.10.301 and 10.16.3818)

* The tuition payments must be made to the courgstirer in each county with a
school district that is entitled to tuition. Theunty treasurer shall credit tuition
receipts to the General Funfla school district entitled to a tuition payment.
Exceptionsare as follows:

a. Any tuition receipts received under the provisiof MCA 20-5-323(3) for the
current school fiscal year that exceed the tuiteseipts of the prior year may be
deposited in the district’'s miscellaneous progré&msl and must be used for that
year in the manner provided for in MCA 20-9-50&tpport the costs of the
program for which the tuition was received.

b. Any tuition receipts received for the currerti@al fiscal year for a pupil who is a
child with a disability that exceed the tuition amb received for a pupil without
disabilities may be deposited in the district miseeous programs fund and
must be used for that year in the manner providethfMCA 20-9-507 to
support the costs of the program for which thednitvas received.

c. Any other tuition receipts received for the emtrschool fiscal year that exceed
the tuition receipts of the prior year may be dépdsn the district miscellaneous
programs fund and may be used for that year imthener provided for in that
fund. For the ensuing school fiscal year, theigsanust be credited to the
district general fund budget.

(MCA 20-5-324(5) & (6))

Suggested Audit Procedures:
» Verify that tuition charged by the district isecompliance with ARM 10.10.301 and
10.16.3818.

» Verify that tuition received was deposited in thstrict's General fund, unless the
tuition is one of the exceptions noted above.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

GENERAL FUND BUDGET - continued

SPECIAL EDUCATION - continued:

12. Suggested Audit Procedures - continued:

Verify that tuition received and deposited in thiscellaneous program fund is spent
by June 30 or closed to the general fund.

13. Compliance Requirements: Special Ed Cooperative or Interlocal Agreement

When a district participates in a cooperativergees into an interlocal agreement
with another district for special education sersidbe district may pay its state
special education allowable cost payment, requdtedk grant match, and any other
additional costs of provided services to the coafpez or district on a reimbursement
basis. The payment must be deposited to the raseslus programs fund (fund
number 15) or the interlocal agreement fund (fuachber 82) of the district
providing services, or to the interlocal agreenfantd of the cooperative providing
services. The receipt and payment must be idedtifi the accounting records using
a separate project reporter number, which idesttfie special education agreement.
(ARM 10.16.3815)

When a cooperative contracts with a member digiprovide special education

instructional and related services:

a. the payments received by a district from a coaipe must be deposited in the
district’s miscellaneous programs fund or interlagreement fund and

b. the receipt and expenditure of the money musidémtified on the accounting
records using a separate project reporter numbdackwdentifies the special
education agreement).

c. Any amounts received by the district from themerative but not obligated for
the special education purposes outlined in theraohimust be returned to the
paying cooperative by June 30th and recorded a&huevabatement by the
district providing the service and as expendituratement by the cooperative.

(ARM 10.16.3815)

(Note: There should be a written contact for servicesstpiovided by the member

district.)

Suggested Audit Procedures:

Determine whether the district participates ipacsal education cooperative or has
entered into an interlocal agreement with anotlridt for special education
services.

If so, determine whether the district was to reegiaayments from another district or
the cooperative for special education services.
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GENERAL FUND BUDGET - continued

SPECIAL EDUCATION - continued:

13. Suggested Audit Procedures - continued:
» Determine that any payments were credited to iteict’s miscellaneous programs
fund and/or interlocal agreement fund, properlyoacted for as described above,
and used for special education purposes.

» If amounts received from a cooperative for speethlcation purposes were not
obligated for such purposes by June 30, deterrigiethey were returned to the
cooperative and recorded on the district's recasda revenue abatement.

TRANSPORTATION FUND BUDGET
(Note to Auditor: OPI monitors the accuracy of transportation fund budget
calculations and State and county reimbursementsOPI would like auditors to
verify the accuracy of information submitted to OPIon the following forms: TR-1
(bus route reimbursement form), TR-4 (individual transportation contract form),
TR-5 (claim form for individual transportation), an d TR-6 (claim form for bus
route reimbursement))

1. Compliance Requirements: Mileage Rates
* The following mileage rates for school transpaotatonstitute the maximum
reimbursement to districts for school bus trangimmh from state and county sources

of transportation revenue under the provisions @AR0-10-145 and 20-10-146.

These rates may not limit the amount that a distnigy budget in its transportation

fund budget in order to provide for the estimated aecessary cost of school

transportation during the ensuing school fiscakyea

a. All bus miles traveled on bus routes approvethycounty transportation
committeeare reimbursable. A district may approve adddldsus or nonbus
miles within its own district or approved servigeabut may not claim
reimbursement for the mileage.

b. Nonbus mileage is reimbursable for a vehicleadriby a bus driver to and from
an overnight location of a school bus when thetlooas more than 10 miles
from the school.

c. Any bus for which reimbursement is made underéte provisions of the
following schedule must be a school bus as definddCA 20-10-101(4).

d. Reimbursement is not authorized for bus trartagion provided for pupils who
live less than three miles from school unless tiyalp have transportation listed
as a related service on individualized educatiamnplIEPS).
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
TRANSPORTATION FUND BUDGET - continued

1. Compliance Reguirements - continued: Mileage Rates
e. The rate per bus mile traveled must be detexrimaccordance with the
following schedule:
i. 95 cents for a school bus with a rated capaafityot more than 49 passenger
seating positions;
ii. $1.15 for a school bus with a rated capacitp@fto 59 passenger seating
positions;
iii. $1.36 for a school bus with a rated capacit$0 to 69 passenger seating
positions;
iv. $1.57 for a school bus with a rated capacity@to 79 passenger seating
positions;
v. $1.80 for a school bus with 80 or more passesgating positions, and
vi. Nonbus mileage, as described in b. above, mmeiseimbursed at a rate of 50
cents a mile.
(MCA 20-10-141; ARMs 10.7.110, 10.7.112, and 1Q13)1

* Therated capacitig the number of passenger seating positionssohaol bus as
determined under the policy adopted by the boaglibfic education. If modification
of a school bus to accommodate pupils with distsdslireduces the rated capacity of
the bus, the reimbursement to a district for ptraihsportation is based on the rated
capacity of the bus prior to modification. The rhenof pupils riding the school bus
may not exceed the passenger seating positionsréted capacity) of the bus.
(MCA 20-10-141)

* Form TR-1 (Combined School District Applicationr RRegistration of School Bus
and State Reimbursement) must be completed byoiduel lof trustees for each
approved bus route in the district. Two copie@fm TR-1 for each route are sent
to the county school superintendent by Octoberhly must forward one copy to OPI
for approval by October 15. (ARM 10.7.118)

* Form TR-6 (School District Claim for ReimbursemémtSchool Bus
Transportation) must be completed by the boardustées and sent to the county
school superintendent by February 1 (for first seer® and by May 10 (for second
semester). The county superintendent must theshteerforms to OPI by February
15 (first semester) and May 24 (second semesgdter notifying the school district
and county superintendent of the approved reimimesé amount, OPI sends a
payment to the county treasurer, with a list ofrdits and the amount each district is
to receive. (ARM 10.7.118)
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

TRANSPORTATION FUND BUDGET - continued

1. Suggested Audit Procedures: Mileage Rates

(Note: Because OPI determines the mileage reimbursemiest tfée rates do not need
to be audited for compliance.)

Determine the number of buses the district maistaior selected buses, verify the
“rated capacities,” as reported to OPI and the gosmperintendent, by checking the
sticker attached to the bus against the TR-1 Form.

Verify that the district has a procedure for ebsdling the mileage for each of the bus
routes, and that the mileage is rechecked annfallyccuracy.

If the district ran fewer than 180 days of pup#truction, ensure the reduction is
reported accurately on the TR-6 forms submitteQ .

2. Compliance Requirements: Individual Transportation Reimbursement

The following rates for individualansportation make up the maximum
reimbursement to districts for individual transjaidn from state and county sources
of transportation revenue under the provisions @AR0-10-145 and 20-10-146.
These rates constitute the limitation of the buedetmounts for individual
transportation for the ensuing school fiscal yéathen the trustees contract with the
parent or guardian of any eligible transporteertvigle individual transportation for
each day of school attendance, they shall reimihesparent or guardian for actual
miles transported on the basis of the followingesithe:

1. When a parent transports an eligible transp(}d¢em the residence of the
parent to a school or to schools located withinil@srof one another, the total
reimbursement per day of attendance is determigieduitiplying the distance in
miles between the residence and the school, ants distant school if more
than one, by 2, subtracting 6 miles from the prodared multiplying the
difference by 35 cents, provided that:

a. if two or more eligible transportees are tramtgubby a parent or guardian to
two or more schools located within 3 miles of onetaer and if the schools
are operated by different school districts, thaltamount of the
reimbursement must be divided equally between igteiats;

b. if two or more eligible transportees are tramsgabby a parent or guardian to
two or more schools located more than 3 miles foor another, the parent or
guardian must be separately reimbursed for tratiggahe eligible
transportee or transportees to each school,
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
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2. Compliance Requirements - cont: Individual Transportation Reimbursement

c. if a parent transports two or more eligible s@ortees to a school and a bus
stop that are located within 3 miles of one anqttier total reimbursement
must be determined under the provisions of thisecion and must be
divided equally between the district operatingghkool and the district
operating the bus;

d. if a parent transporting two or more eligiblensportees to a school or bus
stop must, because of varying arrival and depattomes, make more than
one round-trip journey to the bus stop or schdw,tbtal reimbursement
allowed by this section is limited to one roung fper day for each scheduled
arrival or departure time;

e. notwithstanding the provisions of “a” through ‘above, a reimbursement
may not be less than 35 cents a day.

(MCA 20-10-142(1); ARMs 10.7.113, 10.7.114, and71015)

* When the parent or guardian transports an eligiblesportee or transportees from
the residence to a bus stop of a bus route appioyéuk trustees for the
transportation of the transportee or transportéestotal reimbursement per day of
attendance is determined by multiplying the distaincmiles between the residence
and the bus stop by 2, subtracting 6 miles fronptieeluct, and multiplying the
difference by 35 cents, provided that:

a. if the eligible transportees attend schooldfiier@nt districts but ride on one bus,
the districts shall divide the total reimbursemequaally (i.e., “shared contract”);
and

b. if the parent or guardian is required to tramsgiee eligible transportees to more
than one bus, the parent or guardian must be geparaimbursed for
transportation to each bus.

(MCA 20-10-142(2); ARMs 10.7.113, 10.7.114, and71015)

» Isolated TransportationWhen, because of excessive distances, impassauls, or
other special circumstances of isolation, the ratescribed above would be an
inadequate reimbursement for the transportatiotsaswould result in a physical
hardship for the eligible transportee, a parerguardian may request an increase in
the reimbursement rate. (MCA 20-10-142(3); ARMs71013, 10.7.114, and
10.7.115)

* The state and county transportation reimbursefioeran individual transportation
contract may not exceed $12.95 per day of atteredonche first eligible transportee
and $8.40 per day of attendance for each additieligible transportee. (MCA 20-
10-142(4))

REVISION DATE: 6/30/2008



REF: SD-1
PROGRAM/SUBJECT: School Districts - Budgets

PAGE: 44 of 60
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2. Compliance Requirements — cont.: Individual Transportation Reimbursement
* Form TR-4 (Individual Transportation Contract) mibe completed by the board of
trustees and the families of eligible studentshgy/fourth Monday in June.
Completed forms must be sent to the county schgmréntendent by July 1, who
must forward the original copy of the form to OBt &pproval by July 10. (ARM
10.7.118)

* Form TR-5 (School District Claim for State Reimbement for Individual and
Isolated Transportation) must be completed by tredbof trustees and sent to the
county school superintendent by February 1 (fat Bemester) and by May 10 (for
second semester). The county superintendent merstsend the forms to OPI by
February 15 (first semester) and May 24 (secondestar). After notifying the
school district and county superintendent of theraped reimbursement amount,
OPI sends a payment to the county treasurer, with af districts and the amount
each district is to receive. (ARM 10.7.118)

Suggested Audit Procedures:
» Verify that payments made by the district are angde to parents of students that
are eligible transportees who hold valid TR-4 caciis.

» Verify that the district or county has a systemwvferifying mileage reported by
parents on the TR-4 claim form.

» Verify that districts providing contractual reinlsement for students attending out-
of-district are reimbursing only for the mileagethe nearest school or bus stop that
could be used.

» Verify a sample of individuals listed on the TR:&im form to ensure the days of
attendance reported matches pupil attendance secord

» Verify that the state and county transportatiambeirsement paid to an individual

for an individual transportation contract did nateed the schedule amounts, except
for approved isolation contracts.
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3. Compliance Requirements: Transportation Fund Budget Calculation
* The trustees of a district furnishing transpoatatio pupils who are residents of the
district shall provide a transportation fund budipet must include:

a. an adequate amount to finance the maintenarntepration of district owned
and operated school buses;

b. the annual contracted amount for the maintenandeoperation of school buses
by a private party;

c. the annual contracted amount for individual $gortation, including any
increased amount because of isolation, which magxeeed the schedule
amounts prescribed in MCA 20-10-142 (as discusbetisy;

d. any amount necessary for the purchase, remtaisorance of school buses; and

e. any other amount necessary to finance the agirahon, operation, or
maintenance of the transportation program of te&idt, as determined by the
trustees.

(MCA 20-10-143(1); ARM 10.7.105 and 10.7.108)

* Budgeted Contingency Amounihe trustees may include a contingency amount in
the transportation fund budget for the purposenabéng the district to fulfill any
unforeseen transportation obligations. The budbedatingency amount may not
exceed 10% of the transportation schedule amoucdlaslated above, or $100,
whichever is larger.

(MCA 20-10-143(2); ARM 10.7.107)

Suggested Audit Procedure:
(OPI monitors the accuracy of transportation fuoddet calculations, and also verifies
that the districts include in their budget onlyadiowable amount for contingency.)

» Verify that Transportation Fund expenditures aeglenonly for costs associated with
the program for transporting students to and frohosl.

In your audit of Transportation Fund expenditures, please note:

» Athletic trips, field trips, and other activities trips are not allowable costs of
this fund.

» If portions of the superintendent’s and clerk’s séaries and benefits are
charged to the Transportation Fund, please audit foreasonableness. The
portion of the individuals’ time spent on transportation issues should
approximate the portion of the salaries charged téhe fund.

* Only yellow school buses that are used on schoaldroutes may be
purchased through the Transportation Fund. Activities and athletics buses,
drivers’ education cars, and vehicles intended todused for employee travel
cannot be purchased from this fund.

REVISION DATE: 6/30/2008



REF: SD-1
PROGRAM/SUBJECT: School Districts - Budgets

PAGE: 46 of 60

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
TRANSPORTATION FUND BUDGET - continued

4. Compliance Requirement: Amount Used to Reduce Property Tax Levy
» The total of the money available for the reductbproperty tax on the district for
the Transportation Fund must be determined byitmgal

a. anticipated federal money received under theigioms of 20 U.S.C. 7701 (i.e.,

Impact Aid),or other anticipated federal money received in tiethat federal
act;

b. anticipated payments from other districts favmling school bus transportation

services for the district;

c. anticipated payments from a parent or guardiapifoviding school bus

transportation services for a child,;
d. anticipated or reappropriated interest to baeghby the investment of
transportation fund cash in accordance with the@iprans of MCA 20-9-213(4);
anticipated revenue from coal gross proceedsru@€CA 15-23-703;
anticipated oil and natural gas production taxes
anticipated transportation payments for outisfritt pupils under the provisions
of MCA 20-5-320 through 20-5-324;
school district block grants distributed unde€ZM20-9-630
any other revenue anticipated by the trusted®tearned during the ensuing
school fiscal year that may be used to financdrtdmesportation fund; and
J. any fund balance available for reappropriatierdatermined by subtracting the
amount of the end-of-the-year fund balance earndbakethe Transportation Fund
operating reserve for the ensuing school fiscal pgdahe trustees from the end-
of-the-year fund balance in the Transportation Fund

(MCA 20-10-144(3))

—5 Q@™o

Suggested Audit Procedure:
» Compare the prior year’s actual revenues anduhermt year’'s actual revenues to the
current year’s budget revenues for reasonableness.

5. Compliance Requirements: Revenue and Levy Calculations
* The county superintendent shall compute the rexamailable to finance the
Transportation Fund budget of each district. Tingesintendent first determines the
“schedule amount” of the budget expenditures, erbtsis provided in MCA 20-10-
144(1). The “schedule amount” or the total Tramsdmn Fund budget, whichever is
smaller, is then divided by 2 and is used to detggrthe available state and county
revenue to be budgeted on the following basis:
a. one-half is the budgeted state transportatiomnesement, and
b. one-half is the budgeted county transportatiord freimbursement and must be
financed in the manner provided in MCA 20-10-146.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

TRANSPORTATION FUND BUDGET - continued

5. Compliance Requirements - continued: Revenue and Levy Calculations

When the district has a sufficient amount of fuadbibce for reappropriation and
other sources of district revenue to reduce tha thstrict obligation for financing to
zero, any remaining amount of district revenue famd balance reappropriated must
be used to reduce the county financing obligatiwsh, & the county financing
obligations are reduced to zero, to reduce the §tancial obligation.

(MCA 20-10-144(1) & (2))

The district levy requirement for the TranspodatFund must be computed by
subtracting the “schedule amount” from the tota&liprinary transportation budget
amount, and then subtracting the money availabtedace the property tax
(Requirement No. 4, above). The resulting distagy requirement must be reported
to the county commissioners on the fourth Mondapwdust by the county school
superintendent. (MCA 20-10-144)

The Transportation Fund’s operating reserve mayaanore than 20% of the final
Transportation Fund budget for the ensuing schechf year. (MCA 20-10-
144(3)(k)) Note: OPI checks the legal reserve percentages in allsfon each
school district. There is no need for this itentbéaudited for compliance.)

Suggested Audit Procedure:

(OPI monitors the accuracy of transportation funddet calculations and State and
county reimbursements.)

Determine if the district has a sufficient amoahtash for reappropriation and other
sources of district revenue to reduce the totafidisobligation for financing to zero.
If so, determine that any remaining amount of distevenue and cash
reappropriated are first used to reduce the coliumaycing obligation, and then the
state financing obligation, as stated above.
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6. Compliance Requirement: State and County Transportation Reimbursements

» State ReimbursemenA district providing school bus transportatianirdividual
transportation in accordance with State statuteay@of Public Education
transportation policy, and OPI transportation rutasst receive a state
reimbursement of its transportation expendituredeuthe transportation
reimbursement rate provisions of MCA 20-10-141 a6dL0-142 (as discussed
above). The state transportation reimbursemerteshalf of the reimbursement
amounts established in MCA 20-10-141 and 20-10-d4Bne-half of the district's
transportation fund budget, whichever is smalled must be computed on the basis
of the number of days the transportation servicerevactually rendered, not to
exceed 180 pupil-instruction days. (MCA 20-10-145)

» County ReimbursemenfThe apportionment of the county transportation
reimbursement by the county superintendent mutitdoeame as the state
transportation reimbursement payment (with excegtimoted at MCA 20-10-
146(1)). The county treasurer shall make the amponents after the receipt of the
semiannual state transportation reimbursement patgne

» Bus Driver and School Bus QualificationE a district operates a bus route in a
manner that does not comply with state law, theidishall forfeit the state and
county transportation reimbursement for any bugsractually traveled during that
fiscal year in violation of the law. (MCA 20-10-4)0

» The qualifications of all bus drivers are revievegdhe time the state verification
of transportation claims is made, as the qualifocet of the bus driver are one of
the criteria for eligibility for reimbursement. TlState Superintendent will
generally not reimburse for routes driven by dswerthout a current certificate
on file with the Office of Public Instruction. (ARMI0.7.111)

» The Montana Highway Patrol is required to perf@@miannual inspections of
school buses. The first semiannual inspection inegtassed prior to the
beginning of the first semester. The second semi@rnnspection must be passed
no later than January 31. Only school buses thed mspection will receive state
and county transportation reimbursement. A schaslthat fails to pass
inspection will not be eligible for state and courgimbursement until the bus is
reinspected and approved by the inspecting offitlee. school district is
responsible for contacting the Montana Highway &dar bus inspections.

(ARM 10.7.110)
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TRANSPORTATION FUND BUDGET - continued

6. Suggested Audit Procedure:

(Because OPI monitors the accuracy of transportdtind budget calculations and State
and county reimbursements, there are no suggestiidpaocedures for the first two
bulleted items above.)

Verify that the district received both semi-annsiate and county transportation
reimbursements. If not, determine if the distfsteited a reimbursement(s) because
of non-compliance with bus inspection and/or bugadrcertification requirements.

[If this is the case, we recommend that an auddifig be prepared for this non-
compliance, which generally would be significantiie school district's
transportation financing.]

BUS DEPRECIATION RESERVE FUND BUDGET

1. Compliance Requirements:

(Note: The term “bus” as used here refers to a yellow schos or a transit-style bus
used for athletics and activities.)

Each district that owns a bus or two-way radio restgblish a bus depreciation
reserve fund. The reserve fund must be used éocahversion, remodeling, or
rebuilding of a bus, for the replacement of a husadio, or to purchase additional
buses (i.e., yellow school buses). (MCA 20-10-13&((3)) (Note: Vans and other
non-bus vehicles cannot be purchased throughuhib ¥

Whenever a bus depreciation reserve fund is estedol, the budget may include an
amount each year that does not exceed 20% of ihp@alrcost of a bus or two-way
radio. The amount budgeted, over time, may noeead50% of the original cost of
a bus or two-way radio. (MCA 20-10-147(20\dte: Each bus being depreciated
must be listed in the budget document.)

The annual revenue requirement for the bus degdrenireserve fund must be
reported by the county superintendent to the cocotymissioners on the fourth
Monday of August, and a levy must be made by thmtgocommissioners in
accordance with MCA 20-9-142. (MCA 20-10-147(2))

Any expenditure of bus depreciation reserve furh@ys must be within the
approved budget for the fund. Expenditures magnhde only to convert, remodel,
or rebuild buses, to replace the buses or radias, purchase additional buses (i.e.,
yellow school buses). (MCA 20-10-147(3N\dte: OPI allows the purchase of
surveillance cameras for buses using this fund.)
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BUS DEPRECIATION RESERVE FUND BUDGET

1.

Compliance Requirements - continued:

The accumulative cash balance from all buses eapplied to the purchase price of
a new or used replacement bus. (A.G.O. 153, Volg#)eNote: OPI's
interpretation of this AGO is that it would alsgppto the purchase of an additional
new or used yellow school bus)

Whenever the trustees of a district maintainitgis.depreciation reserve fund sell all
of the district’'s buses and consider it to be mblest interest of the district to transfer
any portion of the fund balance to any other disfund, the proposition must first be
submitted to the electors of the district. (MCADRD-147(4)

Suggested Audit Procedures:

Review the budget to ensure that the amount badgetthe bus depreciation reserve
fund for the current year is not more than 20%hefariginal cost of each bus or
radio and that the total amount budgeted, over,tismeot more than 150% of the
original cost of each bus or radio.

Review the budget documentation to determineiifaludes all buses and radios that
are being depreciated.

Determine that expenditures were made from theedegtion reserve fund only to
convert, remodel, or rebuild a bus, to replacesadyuadio, or to purchase an
additional yellow school bus for which the bus asjation reserve fund was created.

If all district buses have been sold, and a portibthe bus depreciation reserve fund
balance has been transferred to another distmct, fuerify that the transfer was
approved by the electors of the district.

TUITION FUND BUDGET

1.

Compliance Requirements:

When a district is obligated to pay tuition omsportation costs for out-of-district
attendance agreements, the tuition must be pal ihe district’s Tuition Fund, and
the transportation costs must be paid from theidi'st Transportation Fund. (MCA
20-5-324(5); ARM 10.10.301B(9))

The district may pay tuition and transportatioargjes in the student’s year of
attendance or, if the obligation occurs after tistridt’'s budget is adopted, in the
ensuing year. (MCA 20-5-324(5); ARM 10.10.301B(9))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

TUITION FUND BUDGET

1.

Compliance Requirements - continued:

Following the close of each fiscal year, the #estof a district shall report to OPI the
names, districts of attendance, and amount obtupaid by the district for resident
students attending public schools out of stat@enprevious school year, and shall
also report the names, schools of attendance,rmondra of tuition to be paid by the
district for resident students attending day-treatthprograms under approved IEPs
at private schools in the previous school yearl i@lPdetermine the total per-ANB
entitlement for which the district would have beigible if these students had been
enrolled in the resident district in the prior yeand will reimburse the district of
residence for the state portion of the per-ANBt&tient for each student, not to
exceed the district’s actual payment of tuitiorfesas for service for the student in the
previous year. This reimbursement must be degbsite the district Tuition Fund
(MCA 20-5-324(1), (2) & (7); ARM 10.10.301B)

Disposition of other tuition receipts Out-of-district tuition revenues must be
budgeted in, and credited to, the General FUMICA 20-5-324(6) and 20-9-141)
Exceptionsare as follows:

a. Any tuition receipts received under the provisiof MCA 20-5-323(3) for the
current school fiscal year that exceed the tuitexeipts of the prior year may be
deposited in the district's Miscellaneous Progr&usdand must be used for that
year in the manner provided for in MCA 20-9-507stpport the costs of the
program for which the tuition was receivedNofe: MCA 20-5-323(3) refers to
MCA 20-5-321(1)(d) & (1)(e) which relate to a chilcder the protective care of
a state agency, a child in need of interventiotingeent youth, or a child placed
in foster care or a group home.)

b. Any tuition receipts received for the currertt@al fiscal year for a pupil who is a
child with a disability that exceed the tuition amb received for a pupil without
disabilities may be deposited in the district Mir@eous Programs Furathd
must be used for that year in the manner providethfMCA 20-9-507, to
support the costs of the program for which thednitvas received.

c. Any other tuition receipts received for the emtrschool fiscal year that exceed
the tuition receipts of the prior year may be dépdsn the district Miscellaneous
Programs Fundnd may be used for that year in the manner peoMdr in that
fund. For the ensuing school fiscal year, theipsanust be credited to the
district General Fund budget.
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TUITION FUND BUDGET - continued:

1. Compliance Requirements - continued:

Out-of-district tuition agreements (Form FP-14tu@ent Attendance Agreement”)
must be prepared for each out-of- district attesdahat occurs. Out-of-district
attendance is either discretionary or mandatofrglistrict trustees grant discretionary
approval, the parent or guardian may be chargéidtuand/or transportation. A
parent of a child, a state agency, or a court regu&st mandatory out-of-district
attendance. The trustees may waive any or alefuition rate, but the waiver must
be applied equally to all students with similauattons. (MCA 20-5-320 & 20-5-
321)

Suggested Audit Procedure:

Review the amount of out-of-district tuition revenand/or appropriations that were
budgeted. If material, test selected copies ofRel4, "Student Attendance
Agreement Form," to determine if appropriationseveased on the out-of-district
attendance that occurred in the previous or cuyeat.

RETIREMENT FUND BUDGET

1. Compliance Requirements:

Only the amount of the employecentributions to the Teachers’ Retirement System
(TRS), the Public Employees’ Retirement System (BE e Social Security
Administration (FICA), and the Unemployment Comparen Division are to be
included in the retirement fund budget. The em@ésy contributions must not be
included. (MCA 20-9-501(2))Note: Payments to employees, such as early
retirement incentives, cannot be made from theemant fund.)

Districts may not charge the employers’ sharestifement system costs for
employees paid using Federal money (except empdqyaie from the food services
fund or from Medicaid and Impact Aid funds) to tleéirement fund. The retirement
costs for Federally-paid employees (except as pobedt be charged to the grant that
pays the salary. The retirement fund can be usbdfahe employee’s salary and
health-related benefits (insurance), if any, aiid paing state or local funds. (MCA
20-9-501(2))

The retirement fund cannot be used to “buy yehservice” for an employee as a
benefit. These additional employee contributian¥RS and PERS may be funded
either through payroll deductions or charges togieeral fund or another fund used
to pay the normal payroll of the employee.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

RETIREMENT FUND BUDGET - continued

Suggested Audit Procedures:

Determine if the amount budgeted for retiremerihanretirement fund was for only
the required employer's contribution.

Verify that the retirement fund budget was reabbnaet based on budgeted salaries.
(Note: An overstatement of a district’s budgeted exjtenels may result in state
overpayment of GTB in the countywide retirementdn

Determine whether the district had a system icefar restricting the retirement
fund usage to include only employees whose salaridshealth related benefits
(insurance), if any, were paid using state andl faoals.

Verify that the retirement fund was not used tay'lyears of service” for an
employee. If this situation has occurred, OPlreasiested that it be reported in an
audit finding, with a recommendation that the distrepay the retirement fund for
any inappropriate expenditure amount.

2. Compliance Requirement:

The district Retirement Fund is funded by an atmn from a county-wide tax levy.
The county school superintendent shall establistctunty-widdgax levy
requirement according to the provisions of MCA 2868.. The district retirement
fund operating reserve must not exceed 35% ofitia fetirement fund budget for
the ensuing school fiscal year. (MCA 20-9-501)

Suggested Audit Procedure:

NONE
OPI monitors the accuracy of the county reimbursenend also monitors compliance
with the reserve limitation.

ADULT EDUCATION FUND BUDGET

1. Compliance Requirements:

A separate Adult Education Fund must be estaldislyghe district when an adult
education program is operated by the district. flimel must be the depository for all
district money received by the district in suppafrthe adult education program,
including tuition and fees. Federal and statetagtiication program money must be
deposited in the miscellaneous programs fund. (MOA-705(2))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

ADULT EDUCATION FUND BUDGET

1. Compliance Requirements - continued:

Adult education programs are only for studentyd#s of age or older who are not
regularly enrolled, full-time pupils for the purpssof ANB computation. (MCA 20-
7-701) Note: Students enrolled in high school, whether enrgtled-time or full-
time, cannot be served using adult education mdney.

Suggested Audit Procedures:

Review the Adult Education Fund budget and deteentinat it includes estimated
revenues for tuition, fees, and other district my@® be received by the district in
support of the adult education fund. Verify theddral and state adult education
program money is not deposited to this fund.

Review records of the adult education progrannguee that the program only serves
persons 16 or older who are not regularly enradtedents.

2. Compliance Requirements:

The trustees of a district may authorize the lefvg tax on the taxable value of all
taxable property within the district for the opéwatof an adult education program.
(MCA 20-7-705(3))

The adult education fund operating reserve musexceed 35% of the final adult
education fund budget for the ensuring school figear. (MCA 20-7-713)

Suggested Audit Procedure:

NONE
OPI monitors compliance with budget calculationd esserve limitations.

NONOPERATING FUND BUDGET
(NOTE: OPI monitors nonoperating schools for comghnce with legal requirements. The
following is presented for your information only.)

* The purpose of the nonoperating fund is to cemidhe financing and budgeting for the
limited functions of a district not operating a soh The functions include:

aooo

elementary tuition obligations to other districts

transportation of the resident pupils;

maintenance of district-owned property; and

any other nonoperating school function consid@ecessary by the trustees or
required by law.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:
NONOPERATING FUND BUDGET - continued

* The trustees of a district that will not operatehool during the ensuing school fiscal
year shall establish a nonoperating fund on tis¢ fiay of the school fiscal year. In
establishing the nonoperating fund, the trusteal§ shuse the transfer of the end-of-the-
year fund balance of each fund maintained by th&idi during the immediately
preceding school fiscal year to the nonoperatimgi fuHowever, fund balances of the
debt service fund and the miscellaneous progrand, fifiany, must be maintained in
their individual funds. (MCA 20-9-505(1))

* The trustees of a district establishing a nondpegdund for the first year of
nonoperation may earmark a portion of the nonopeyditind balance as a nonoperating
fund operating reserve when they anticipate thpeemg of a school in the following
school fiscal year. The operating reserve maypeanore than the general fund
operating reserve designated for the immediatedggating school fiscal year. (MCA 20-
9-505(2))

» If aschool is not operated in the following schivgcal year, the authority of the trustees
to earmark a nonoperating fund operating resemeitates and the money earmarked as
an operating reserve must be used to reduce thedguirement of the nonoperating
fund. (MCA 20-9-505(2))

» The trustees of any district which does not ogeaagchool or will not operate a school
during the ensuing school fiscal year shall adapbraoperating school district budget.
Such nonoperating budget shall contain the nontipgrund and, when appropriate, a
debt service fund. The net levy requirement isdated by subtracting from the amount
authorized by such budget the sum of:

a. the end-of-the-year cash balance of the nonbpgraind or, if it is the first year
of nonoperation, the cash balance determined uhddransfer provisions of
MCA 20-9-505;

b. the estimated state and county transportatiombegsements; and

c. any other moneys that may become available guhi@& ensuing school fiscal
year. (MCA 20-9-506)

TECHNOLOGY ACQUISITION AND DEPRECIATION FUND BUDGET

1. Compliance Requirements:

» The trustees of a district may establish a TeawoAcquisition and Depreciation
Fund for school district expenditures incurred degreciation accrued for the
purchase, rental, repair, maintenance, and depi@tiaf technological equipment,
including computers and computer network accessaasociated technical training
for school district personnel. (MCA 20-9-533(1))

REVISION DATE: 6/30/2008



PROGRAM/SUBJECT: School Districts - Budgets

REF: SD-1

PAGE: 56 of 60

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

TECHNOLOGY ACQUISITION AND DEPRECIATION FUND BUDGET

1. Compliance Requirements - continued:

The Technology Acquisition and Depreciation Furalmot be used to finance
contributions to the teachers' retirement systampublic employees' retirement
system, or the federal social security system ouf@mployment compensation
insurance. (MCA 20-9-533(8))

(NOTE: OPI interprets the purpose of the Technology Adtaisand Depreciation
Fund to include the payment of salaries and benfsfitemployees who maintain
computers and facilitate access to the Internet@a networks, and employees who
train the district staff in use of technology.wibuld notinclude salaries and benefits for
classroom teachers for district students.)

Suggested Audit Procedures:

As part of the testing of general expendituresifyéhat expenditures/disbursements,
were made only for technology acquisition and tiated purposes listed above.

As part of the testing of payroll, verify that grthe salaries and benefits of
employees whose positions relate to technologggeasribed above, are paid from
the Technology Acquisition and Depreciation Fund.

2. Compliance Requirements:

OPI allocates an annual amount for grants for gctezhnology purchases to each
district. The allocation is based on the ratid #ach district’'s BASE budget bears to
the statewide BASE budget amount for all schodridis. This grant should be
deposited to the Technology Acquisition and De@tsan Fund. (MCA 20-9-534)

The trustees of a school district may submit gpsttion to the qualified electors of
the district to approve an additional levy to fuhd depreciation of technological
equipment. The election must be called and cordiictthe manner prescribed in
Title 20 for school elections and in the mannespribed by MCA 15-10-425.
(MCA 20-9-533(6))

In depreciating the technological equipment offzosl district, the trustees may
include in the district's budget, contingent upotev approval of a levy, an amount
each fiscal year that does not exceed 20% of tigenat cost of any technological
equipment, including computers and computer netwedess, that is owned by the
district. The amount budgeted may not, over timeeed 150% of the original cost
of the equipment. (MCA 20-9-533(3))
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

TECHNOLOGY ACQUISITION AND DEPRECIATION FUND BUDGET

2. Compliance Requirements - continued:

The District may levy up to the 20% limitation bagar, supported by appropriate
capital assets records, after having obtained \agproval. Voter approval allows
the district to levy each subsequent year, or thaber of years may be limited if so
stated on the original ballot.

Suggested Audit Procedures:

Verify that the annual school technology granb@dtion has been deposited to the
Technology Acquisition and Depreciation Fund.

Determine if the district voted a technology leamount per MCA 20-9-533. If so,
verify that the levy amount does not exceed thédims described above and that
depreciation values meet the limits as described.

Verify the district has a method of accuratelgkiag asset costs, allowable levies
limited to the 20% and 150% restrictions, and Hssets are removed from the list
when retired or otherwise disposed.

SCHOOL FLEXIBILITY FUND BUDGET

1. Compliance Requirements:

Annually, OPI shall allocate money from the st&thool flexibility account to each
school district. (MCA 20-9-542)

The trustees of a school district may submit gpsttion to the qualified electors of
the district to approve a levy for the districehsol flexibility fund in an amount not
to exceed 25% of the district's allocation of th&t& school flexibility allocation (as
described above) An election must be called amdlgcted in the manner prescribed
by Title 20 for school elections. Money collectenin the levy must be deposited in
the district's school flexibility fund and spentancordance with MCA 20-9-543 (as
discussed below). (MCA 20-9-544)

Suggested Audit Procedure:

NONE
OPI monitors the school flexibility fund budget fmwmpliance.
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

DEBT SERVICE FUND BUDGET

1. Compliance Requirements:

The debt service fund budget must include an amoecessary to pay the interest
and principal (and associated fees) coming duaduhie ensuing fiscal year. It
should also include the amount necessary to pagpeeial improvement district
assessments levied against the school districbd@ime due during the ensuing
fiscal year, and a limited operating reserve asritesd below. (MCA 20-9-438)

At the end of the fiscal year, the trustees maygihate a portion of the end-of-the-
year fund balance of the debt service fund to bmaiked as a limited operating
reserve for the purpose of paying any debt seffuicd warrants and bond obligations
that must be paid from July 1 through November 3@ fiscal year following the
ensuing fiscal year.Note: The district should not hold a reserve for thiy 1u
payment if the payment was budgeted and paid ipté&eéous year.)Any portion

that is not earmarked must be reappropriated tosbd for property tax reduction.
(MCA 20-9-438)

If a district incurs a legal bonded debt paymédtdrahe final debt service fund
budget for the current fiscal year has been adogteldf payment on the debt is
required for the current fiscal year, payment andkbt in the current school fiscal
year is allowed if money is available. (MCA 20-383

Suggested Audit Procedures:

Review the debt service fund budget document terpene that it includes a
sufficient amount to pay the principal and inter@shing due during the ensuing
fiscal year, plus any special improvement disagtessments levied against the
district. (Note: The budgeted payments should match the bond paysukatiule
prepared by the bond agent.)

Determine that the end-of-the-year fund balanceappropriated to be used for
property tax reduction, except for that portionigeated as a limited operating
reserve.

2. Compliance Requirement:

When all of the bond principal, interest, and sgleamprovement district obligations
of a school district have been fully paid, all mpmemaining in the debt service fund
and all money that may come into the debt serwioe from the payment of the
delinquent taxes must be transferred by the coweagurer to the building reserve
levy fund, the technology acquisition and depreécrafund, or the general fund as
designated by the school district. The transfemetiey must be expended for
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COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

DEBT SERVICE FUND BUDGET

2. Compliance Requirement - continued:
constructing, equipping, or enlarging school buigi or purchasing land, using a
separate project reporter code. [Exception: Aguefal impact aid funding
remaining in the debt service fund must reverh®district's impact aid fund.]
(MCA 20-9-443; ARM 10.10.319(3))

Suggested Audit Procedure:

» If the district has fully paid all debt obligatisnensure that the debt service fund
remaining balances have been transferred to thdihgireserve, technology or
general funds. Verify that a separate projecttepp@ode is being used to track the
expenditure of the remaining funds as required abov

BUILDING RESERVE FUND BUDGET

1. Compliance Requirements:

* The trustees of any district, with the approvalha qualified electors of the district,
may establish a building reserve fund for the psepof raising money for the future
construction, equipping, or enlarging of schooldings, for the purpose of
purchasing land needed for school purposes inidteatl, or for the purpose of
funding school transition costs authorized by teeterate. Note: Transition costs
include the costs of opening a new school, cloaisghool, replacing a school
building, consolidating with or annexing anothestdct, or effective April 12,

2007 for the purpose of funding transition costs whiemelectorate has approved the

creation of a K-12 district.) In order to subnatthe qualified electors of the district

a proposition for the establishment of or additiom building reserve fund, the

trustees shall pass a resolution that specifies:

a. the purpose or purposes for which the new oitiaddo the building reserve fund
will be used;

b. the duration of time over which the new or addito the building reserve fund
will be raised in annual, equal installments;

c. the total amount of money that will be raisedmythe duration of time specified
in “b” above; and

d. any other statutory requirements under MCA 15428 and 20-20-201, for the
calling of a school election. (MCA 20-9-502(1))

REVISION DATE: 6/30/2008



PROGRAM/SUBJECT: School Districts - Budgets

REF: SD-1

PAGE: 60 of 60

COMPLIANCE REQUIREMENTS AND SUGGESTED AUDIT PROCEDU RES:

BUILDING RESERVE FUND BUDGET - continued:

1. Compliance Requirements - continued:

A building reserve fund tax authorization may hetfor more than 20 years, except
that the duration of the levy for transition costay not exceed 6 years, (Effective
April 12, 2007 - and the duration of a levy for transition cdsisthe creation of a K-
12 district may not exceed 3 years.) (MCA 20-9{202(5)(b) & (6))

Suggested Audit Procedures:

Determine if the District maintains a Building Reg Fund. If so, verify that it was
approved by the electorate.

Determine that the amount raised by the Buildiegd®ve Fund tax each year is in
accordance with the proposition approved by thetets.

Determine that the Building Reserve Fund taxpglecable, has not been levied for
longer than 20 years, 6 years, or 3 years, asshscuabove.

Determine that the Building Reserve Fund has pehbmposing a tax levy for a
period of time in excess of that stated in the psijion approved by the electors.

2. Compliance Requirement:

The trustees of any district maintaining a BuifflReserve Fund have the authority to
expend moneys from the fund for the purpose orgaep for which it was authorized
without such specific expenditures being includethe budget when, in their
discretion, there is a sufficient amount of moneg@mmence the authorized
projects. Revenue from the building reserve fuawy Imay also be used for loans
from the building reserve fund levy for up to 5 sgal.oan proceeds may be used
only for projects as discussed in Compliance Reqguent No. 1, above. (MCA 20-9-
503)

Suggested Audit Procedure:

Test expenditures from the Building Reserve Fumdigetermine that they were for
the purpose or purposes for which it was authorized

REVISION DATE: 6/30/2008



